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Marching Through Georgia with the Us. ——- 


I always travelled with a copy of the census in my saddlebags. I could tell how 
many inhabitants, how many cultivated acres, how many head of cattle and horses, 
how many bushels of grain, each county possessed at that time, and so, approx- 


imately, how many there would be now, and how long it would subsist my army. 


William Tecumseh Sherman, 


quoted in the Nation, August 3, 1865 
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Inflation: Enemy of 


Growth and Progress 


This year of 1960 is an anniversary 
year—a most important one as far as 
its influence and impact on the people 
and on the economy are concerned, but 
because of its nature hardly a cause 
for celebration. It was just 20 years 
ago that the seeds of our present infla- 
tion, and the problems that it brought 
in its wake, were sown. Living costs 
began to rise in the then early wartime 
atmosphere; and this has gone on with 
only occasional interruptions ever 
since. As a result, the dollar today has 
a purchasing power of only 48 cents 
as compared with what it would buy 
in 1940. 

This long erosion in the value of the 
dollar, paralleled only once before in 
the nation’s history in the first two 
decades of this century, has slowed 
down recently. Time alone will tell 
whether or not this marks a turning 
point, but it is a fact that there have 
been two other pauses like this in the 


The unstable dollar and its effect 
upon our high-investment economy 


last two decades, only to see the cost 
of living resume its rise as the under- 
lying inflationary pressures were al- 
lowed to maintain their strength. Thus 
concern over the future is both wide- 
spread and understandable in the ab- 
sence of concerted and sustained action 
to counteract the forces which are 
sapping the dollar. 

We know and can explain how and 
why inflation started when it did 20 
years ago. It was war; and war and 
inflation have been intimate bedfellows 
from time immemorial. The record 
shows that the cost of living rose by 
28 percent during the period of active 
hostilities of World War II between 
1940 and 1945. This was followed by 
an even larger gain, amounting to 32 
percent, in the four years after V-J 
Day as the concealed inflation of the 
wartime period manifested itself with 
the removal of controls. On an overall 
basis, as a result, the cost of living 
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increased by 70 percent during the dec- 
ade of the Forties. 


The beginning of the decade of the 
Fifties brought another round of infla- 
tion after a brief pause in the 1949 
recession. Here, too, there were the 
extenuating circumstances of war — 
this time the “brushfire” war in Korea. 
The impact in this case was less severe 
and of shorter duration than in the 
World War II period and early post- 
war years; even so the cost of living 
rose by more than 10 percent in the 
three-year period beginning with 1950, 
and another bite was taken out of the 
value of the dollar. 


But no simple or ready explanation, 
despite volumes written by the experts, 
is available for the third inflationary 
push which the nation has experienced 
in the last two decades. That one got 
underway in the spring of 1956 and 
lasted until the summer of 1958, a 
period of more than two years. It 
added almost 8 percent to the cost of 
living, piled on top of the two previous 
rises. With living costs edging up fur- 
ther to new record high levels over the 
past year, the rise for the decade of the 
Fifties has been 21 percent. 

It is the most recent inflationary 
push that is most disturbing, for it pre- 
sented the paradox of a persistent rise 
in living costs throughout a recession 
and in the face of such traditional 
restraints as idle manpower and pro- 
duction facilities, and abundance of all 
kinds. True, we have been living in a 
sort of twilight zone between war and 
peace. Nonetheless, the impact of the 
cold war on the economy to date and 
the financial and other pressures it has 
created are hardly analogous to what 
happens in a shooting war, particular- 
ly in view of the size of our economy. 
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Thus the preponderant weight of 
evidence, in my opinion, is that a per- 
sistent inflation, if allowed to go on 
and to feed on itself as has been the 
case, can infect an economy to such an 
extent that it can continue to assert 
itself under unexpected, and seemingly 
adverse, circumstances so long as it is 
allowed to persist. 


INSURANCE AND INFLATION 


We in life insurance recognized this 
threat to the national welfare in its 
earliest stages, and have consistently 
brought it to the attention of the 
American people. Our record is clear 
and unequivocal in this respect. 

The anti-inflation activities of the 
life insurance business go back more 
than a decade and a half, to the partic- 
ipation of the life companies in the 
government’s Program of Economic 
Stabilization during World War II. 
There was a second campaign during 
the Korean War when it was necessary 
for the public to forego some of the 
things they wanted as the productive 
machinery of the nation turned to the 
war effort. 

In the spring of 1957, three years 
ago, our third anti-inflation campaign 
was launched, shortly after the 1956- 
58 inflation got underway. At that 
time we in life insurance were virtually 
alone in calling attention to the danger 
that the resumption of inflation pre- 
sented to the people and to the econo- 
my. Since then the threat to the dollar 
has become widely recognized. The 
administration in particular has taken 
positive action to stabilize the dollar, 
aided by support of congressmen and 
senators from both political parties. 
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Warning Through Publicity 


A major part of our anti-inflation 
activities was a newspaper and maga- 
zine advertising campaign carrying 
messages to the public at large, telling 
the people what an eroding dollar was 
doing to their earnings and their sav- 
ings, how it threatened their future 
and that of the economy, and suggest- 
ing what they could do about it. The 
campaign was buttressed by supple- 
mentary informational activities to 
policyholders and to the public through 
the nation’s press. 

A direct target of our campaign was 
the dangerous philosophy expounded 
by inflation apologists that a “little 
inflation” was inevitable and the price 
to be paid for continued prosperity and 
high employment. We have heard 
such statements made over and over 
again in recent years. They have se- 
cured a wide amount of attention, 
particularly as some well-known econo- 
mists and others of important position 
in public and private life have indi- 
cated by words and actions that they 
subscribe to this school of thought. 


A Little Inflation? 


Even a rate of about 2 percent a 
year, which is about the average for 
the last decade as a whole, would cut 
the dollar’s present buying power in 
half in another thirty years. That is 
hardly the kind of legacy the American 
people would like to leave to their chil- 
dren. And it is a dismal prospect for 
the shape of our future. 

Any premise that inflation can go on 
creeping at some specified rate year 
after year, as regularly and as predict- 
ably as clockwork, is both unrealistic 
and the purest nonsense from my point 
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of view. It completely fails to take 
into account the factors of public psy- 
chology and human reaction. It dodges 
the ominous question of the effect that 
acceptance of inflation as a way of life 
will have upon the people’s will to save, 
and thereby to provide the all-impor- 
tant element of capital formation with- 
out which the growth of our economy 
must slow down and eventually grind 
to a halt. And it ignores the world 
stake in the dollar, now about on a par 
with our gold reserves, and the effect 
that foreign distrust in the dollar’s 
stability can have. We have had some 
evidence of this in the big drain on our 
gold holdings in the past two years. 


The Eroding Dollar 


We in life insurance were naturally 
motivated in our anti-inflation stand 
by the impact of an eroding dollar on 
the value of life insurance protection 
and benefits. We were, and continue 
to be, deeply conscious of the fact that 
so much of life insurance benefit pay- 
ments every year go to people of small 
or modest means, those who are most 
defenseless against the ravages of in- 
flation. Total life insurance protection 
in force in legal reserve companies 
amounted to $534 billions at the end of 
1959, and benefit payments for the 
year, excluding accident and health 
benefits, exceeded $7.5 billions. With 
115 million policyholders in legal re- 
serve companies, equivalent to nearly 
two out of every three persons in the 
entire population, life insurance is the 
nation’s most widely-held medium of 
thrift. 

Of course life insurance is anything 
but unique in its exposure to the de- 
bilitating effect of inflation and a de- 
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preciating dollar. Every dollar in 
every form of savings is as deeply in- 
volved, whether it is in an account in a 
savings bank or in a savings and loan 
association, or whether it is in U.S. 
savings and other government bonds 
or in any security bearing a fixed- 
interest return. And every pension 
and retirement benefit is just as vul- 
nerable, whether it comes from a gov- 
ernment-sponsored program such as 
Social Security or whether it is paid 
by private programs, which have 
grown so greatly and which now cover 
such a large part of our working pop- 
ulation. That is the way of inflation; 
it plays no favorites. It deals indis- 
criminately and heavy-handedly on all 
sides, without regard to justice or 
morality, or to the condition of those 
who are feeling its impact. 


An Aging Population 


This applies particularly to a stead- 
ily increasing part of our population, 
to those 65 and over, so many of whom 
are beyond their productive years. The 
figures are illuminating. Back in 1900 
there were just over 3 million persons 
65 and over, or about 4 percent of the 
population. In 1940, when the present 
inflation got underway, there were 9 
million Americans who were 65 and 
over, or close to 7 percent of the pop- 
ulation. But now there are close to 16 
million in this age group, or over 814 
percent of the population ; and the esti- 
mate for 1975, only a decade and a 
half away, is that there will be around 
22 million persons 65 and over, or 
practically one person out of every ten 
in the population at that time. 

Behind this trend is the great in- 
crease in longevity over the years. In 
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1900 the average expectancy of life at 
birth for both sexes combined was 
little more than 47 years. Whatever 
the financial circumstances, for most 
people the possibility of retirement was 
at that time only a mirage. But now, 
according to the latest figures, the 
average life expectancy at birth has 
increased to the Biblical three score 
and ten. Retirement has become a 
reality for millions of our older citi- 
zens, and the number will increase 
markedly as time goes on. 

These are some of inflation’s victims. 
There are millions of others, those de- 
pendent on some form of savings for 
their principal source of income, or 
those earning their livelihood as teach- 
ers and civil service workers, where 
incomes are relatively insensitive and 
slow to respond to changing conditions. 
To an increasing number of these, 
persistently rising living costs means 
hardship, and in some cases even im- 
poverishment. 


THE ECONOMY AND INFLATION 


But there is another side to inflation 
that, in its broader and longer-range 
aspects, is even more disturbing. That 
is the impact of a steadily depreciating 
dollar on the course of the economy 
and its growth potentials. We in life 
insurance have been acutely conscious 
of this danger from the very begin- 
ning, and it has played a prominent 
role in our anti-inflation activities. 

This threat to the economy and to 
its future is as inherent in a continua- 
tion of creeping inflation, of the type 
the nation has been experiencing in 
recent years, as it is in a more rapid 
inflation. The effects might differ 
some with respect to time, but not in 
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ultimate degree. In fact, a creeping 
inflation can be regarded as even more 
insidious and dangerous, tending to 
lull people into inaction and com- 
placency until the rude awakening 
comes. For once inflation is permitted 
to go on and on and eventually to get 
out of hand, harder and more painful 
measures are required than an ounce 
of prevention in the earlier stages. 

The plain fact of the matter is that 
inflation is the enemy of growth. That 
is the lesson of all history, and is ap- 
parent in our own economic annals as 
well as in the records of other coun- 
tries. Because of this, therefore, 
stabilization of the dollar’s buying 
power has become an overriding na- 
tional need. 


Growth Objectives 


America must grow; we must strive 
to increase our long-term rate of ex- 
pansion of about 3 percent a year. 
Vigorous and sustainable growth is es- 
sential to meet our national as well as 
individual needs. It is necessary for 
the maintenance of our defense posture 
in the cold war, to provide employment 
opportunities and higher living stand- 
ards for our expanding population, 
and to meet the challenge of an in- 
creasingly competitive world, not only 
from the communist powers but from 
Western Europe and the Far East as 
well. Their growth has been exceed- 
ing ours, and threatens to continue to 
do so unless we bestir ourselves. 

These growth objectives have guided 
us to a significant degree in the past. 
They are our basic objectives for the 
future. And reasonable stability in 
the purchasing power of the dollar is 
of paramount importance if we are to 
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attain our goals. The accepted yard- 
sticks of growth and their implied 
benefits lose much of their meaning if 
they largely reflect inflation expressed 
in persistently rising living costs and 
prices in general, with the inevitable 
social injustices and maladjustments 
which inflation breeds. Growth of this 
type is deeply tinged with illusion. 

We have had our experience with 
growth like this in the past two dec- 
ades, the period in which the dollar has 
lost more than half of its buying 
power. The American economy has 
grown, it is true, but not nearly as 
much as most of the accepted yard- 
sticks and measurements would indi- 
cate, or the times call for. It is like 
looking at our performance through a 
magnifying glass, distorting and blow- 
ing up what has taken place out of 
proportion to the realities. 


Inflation at Work 


A widely-known and respected ob- 
server has effectively summed up the 
ways in which inflation is the enemy of 
growth, particularly when there is 
public expectation that the purchasing 
power of money will continue to de- 
cline. He is Winfield W. Riefler, who 
recently retired after long service as 
Assistant to the Chairman of the Fed- 
eral Reserve Board. In an address be- 
fore the Stanford Business Conference, 
he declared inflation impairs growth 
in these ways: 


e It increases instability; high 
levels of activity cannot be sus- 
tained for long when inflation is 
expected to prevail. 


e It fosters the misallocation of 
capital and impairs the quality 
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of the managerial and invest- 
ment decisions on which growth 
is based. 


e It distorts the savings-invest- 
ment process and encourages 
over-speculation. 


e It undermines the country’s posi- 
tion in international trade. 


The House that Thrift Built 


As one who has spent his entire 
career in life insurance, I am naturally 
vitally interested in savings and thrift, 
emphasized in the third point of the 
summary. But over and beyond my 
personal views and reactions is the 
fundamental fact that ours is a high- 
investment economy; and over the 
years a driving force of our growth 
has been the savings of the people 
channeled into capital investment and 
into the nation’s credit stream by the 
thrift institutions including the life 
insurance companies. America is the 
house that thrift built. 

The people’s savings and their in- 
vestment have been translated into 
new plant and equipment to create 
more job opportunities and more and 
better products for the public. These 
savings have also been a major source 
of needed social capital to provide the 
new schools, roads and community 
facilities required to meet the needs of 
a growing population. Money for 
these purposes does not come from 
speculative activities, nor can it be 
supplied by equity investment. 

Despite the inflationary trend of re- 
cent years, the American people have 
not yet lost confidence on the savings 
front: ingrained thrift habits are not 
easily changed or abandoned. But will 
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the American people continue to do so 
without some assurance that the dollar 
put aside, whether in life insurance or 
in other forms of saving, will have 
about the same purchasing power in 
the foreseeable future as it has now? 
That is the basic question. Consider- 
ing the rising trend of capital and in- 
vestment needs in recent years, and 
the likelihood of an even greater in- 
crease in the years ahead, encouraging 
the American people to increase their 
savings may well prove to be one of the 
great challenges ahead of us, and per- 
haps a test of the functioning of our 
free enterprise system. For if the 
people through their spending and sav- 
ing decisions do not provide the needed 
capital funds voluntarily, other ways 
will have to be found, ways that may 
hardly prove palatable to a free people. 


Causes and Effects 


Inflation is a complex problem, with 
many roots and causes, some of them 
going deep into the past. However, 
some of the principal forces have be- 
come obvious, and can be summed up 
as follows: 


e The government cannot con- 
tinue to live beyond its income, 
creating credit through deficits 
as it has done over so much of 
the past generation, and spend- 
ing with prodigality and 
lavishness, without having its 
effect on our whole fiscal policy 
and impairing the value of the 
dollar. 


e Wage and production costs 
cannot increase more than pro- 
ductivity without pushing up 
prices and living costs and, be- 
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sides, putting business and 
industry at an increasingly 
competitive disadvantage in 
both domestic and foreign 
markets. 


e Business cannot “administer” 
prices just because the mar- 
ket will currently sustain 
them, ignoring long-range 
competitive and other factors, 
without affecting the entire 
price structure and nourishing 
the inflationary forces in the 
economy. 


e We as individuals should so 
conduct our personal affairs 
that we do not lend strength 
to the underlying inflationary 
forces. This means buying 
what we need but using discre- 
tion in our credit commit- 
ments. It also means the 
conscious effort to save some of 
what we earn for tomorrow, 
both for our own protection 
and at the same time for the 
capital needs of the nation. 


GOVERNMENT AND INFLATION 


A major shortcoming on the anti- 
inflation front in recent years has been 
in the federal housekeeping establish- 
ment and the record of government 
finances. Here is one factor which has 
done so much to keep the inflationary 
forces in the economy alive and strong, 
ready to reassert themselves at the first 
opportunity. And that is why the re- 
cent news from Washington is so en- 
couraging, with a balanced federal 
budget in prospect for the current 
fiscal year, and a surplus to be used for 
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debt reduction projected for the next 
fiscal year which begins on July 1. 

The turn on the budget front is the 
more important since there seems to 
have developed an attitude of mind 
that we can have everything if it can 
only be charged to the future, which in 
essence is what the federal debt does. 
Every householder knows what would 
happen if he allowed his own budget 
to get out of balance and permitted it 
to go on this way. Somewhere along 
the line a jolt is inevitable, for time has 
a way of catching up with improvi- 
dence and loose financial practices as 
it has with everything else. 


Government and Public 


We must cease looking to our gov- 
ernment for all the benefits we would 
like unless we are also willing to pay 
for them through increased taxes. 
Nothing essential need be sacrificed in 
the process of a more orderly and 
sensible use of our funds and our re- 
sources—neither the requirements of 
our national defense, nor the normal 
functions of government, nor the vari- 
ous national and community needs to 
keep pace with our growing population. 
There are few budgets at every level of 
government that are not swollen by 
some waste and largesse to one and 
sundry pressure groups. Just a glance 
at warehouses bulging with excessive 
and unused agricultural products, and 
at our overflowing stockpiles of other 
commodities far beyond conceivable 
emergency needs, bears out the point. 

I have emphasized the role of gov- 
ernment since that is one of the roots 
of the inflation problem which con- 
tinues to plague us, and can break out 
again unless we set our house in order. 
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Fiscal and financial prudence in gov- 
ernment and a dollar of reasonably 
stable buying power are two sides of 
the same coin. This basic principle 
applies particularly to the federal gov- 
ernment since it collects and spends the 
bulk of the people’s tax money and be- 
cause its policies, actions and general 
behavior patterns have such a pro- 
found effect on the people and on the 
course of the economy. 
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So as we look ahead to the decade of 
the Sixties and to its promise, let us 
keep in mind one fundamental fact— 
that a stable dollar won’t come from 
wishful thinking, or happen on its own. 
It can come only from concerted action 
of all of us, as well as government, 
business and labor. And in a democ- 
racy such as ours, in the final analysis 
it is the choice of the people that counts 
most and that determines our course. 








The Possible Sélues 


America has no Past, but she has a Future. The possible Future of this country is 
as exciting to the imagination as the vague and fading Past of other lands. We 
are now but in our first epoch, as what exists, what has been done, seems, as it 
were, but the fragments of the Future. A century is but a short time in the life 
of a nation. When another century shall have elapsed, America may very pos- 
sibly be a state compact and yet confederated, numbering 300 millions of freemen, 
occupying a region of 3 millions of square miles, with cities of 4 or 5 millions of 
population, with a commerce external and internal such as the world never 
imagined. 

J. L. Motley, “Polity of the Puritans,” North 


American Review, October 1849, pp. 495 et 
seq., abridged. 


JAMES DON EDWARDS 


Distribution Costs 


and Marketing Decisions 


It has been estimated that distribution 
costs account for about fifty-one per- 
cent of the cost of the consumer dollar 
while production costs comprise the 
other forty-nine percent. This does not 
mean that every firm incurs its total 
costs in this ratio. Each individual 
firm is only a single link in the chain 
which extends from the producer to 
the consumer. The manufacturing 
firm may incur a much greater propor- 
tion of production costs, but there re- 
mains the task, with the concomitant 
costs, of distribution.’ This task must 
be carried out by someone. 

In spite of the relative importance of 
distribution costs, most cost account- 
ants concede that accounting for dis- 
tribution has not been developed to as 
great an extent as production cost ac- 
counting. Yet it is recognized that this 
field is one in which economy through 
cost control is badly needed, for it is 
the basis for programming of market 


An examination of the ultimate 
goal of the cost accountanl’s 
function in market programming 


action.2, Few manufacturers know ex- 
actly how much it costs to sell a par- 
ticular product to a particular type of 
customer in a specific location. And 
the number of producers who know 
how much it should cost to make a 
similarly particularized sale is even 
smaller. Nevertheless, such informa- 
tion is essential to good control of com- 
pany costs, and the greatest possible 
cost saving to an individual firm may 
be made in this area in which most 
firms lack adequate knowledge.® 

The explanation of this situation is 
probably twofold. Historically, the 
need for detailed distribution cost ac- 
counting is a comparatively recent 
one. It arises from the increasing im- 
portance of distribution occasioned by 
concentration of production with ex- 
pansion of markets and from the 
greater need for efficient distribution 
due to increased competition in dis- 
tributive activity. This will be espe- 
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cially important in the future because 
the second type of factor accounting 
for the slower rate of development of 
distribution cost accounting is a func- 
tion of the inherent nature of distribu- 
tion as contrasted with production. 

Production of similar products by 
different firms involves very similar 
methods in many cases. In contrast, 
distribution of such products may be 
performed efficiently in a number of 
different manners. Distribution meth- 
ods also are generally much more flex- 
ible than are production methods. A 
large outlay for productive facilities 
of a specific type usually ties the firm 
to a certain narrow range of produc- 
tion alternatives for a considerable 
period. Distribution methods are nor- 
mally readjusted by shifting from one 
combination to another as a continuing 
process. Another point of difference 
lies in the relative importance of 
psychological factors. Production is 
much more subject to mechanical con- 
trol than is the reaction of a customer 
to a salesman’s efforts. All these fac- 
tors point to the lack of standardiza- 
tion of distribution activities. Without 
some degree of standardization, per- 
formance can only be measured by 
highly subjective evaluations.‘ 

Still another difficulty is that of 
securing basic information. There are 
no timekeepers or inspectors on hand 
when a salesman contacts a prospec- 
tive customer. This is still further 
complicated by the fact that the mar- 
keting mix includes not only personal 
selling, but advertising and sales-pro- 
motion as well. These, in turn, are 
complicated by the fact that they tend 
to have residual benefits. For in- 
stance, a shoe advertisement run by a 
retail store not only generates sales 
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immediately, but still may be influenc- 
ing shoe sales months later when view- 
ers or listeners decide they need shoes. 
IXven when the basic cost information 
is available, the job of interpretation 
is extremely difficult. Distribution 
costs, to a much greater degree than 
production costs, contain many joint 
and indirect items which must be as- 
signed to specific results. Indirect 
costs are troublesome in production ac- 
counting; they are even more so in 
distribution.» But the need for ade- 
quate distribution cost accounting is so 
great that these difficulties must be 
overcome, as many of the problems of 
production cost accounting have been. 


DISTRIBUTION COSTS 


Distribution costs have been defined 
as ail costs necessary to get the order 
from the customer, deliver the goods, 
account for them and collect the ac- 
count." This is a reasonably broad 
definition but not the broadest pos- 
sible, because in essence marketing 
begins with the determination of in- 
creasing wants and the delineation of 
market opportunities. It is certainly 
easy to argue that product design is a 
marketing function and its costs mar- 
keting costs. In one sense, all justifiable 
costs are distribution costs. Theoret- 
ically, the objective of the firm is to 
maximize profits. This can only be 
done through sales at a price greater 
than cost. If, then, the distribution of 
its product at an advantageous price 
is the primary objective of the firm, all 
activity should be directed toward that 
objective and all costs incurred may be 
viewed as contributing to the distribu- 
tive process. On the other hand, it 
could be argued at least equally well 
that all justifiable costs are production 








1960 


costs. This argument would contain 
the implicit shift of meaning of pro- 
duction from production of goods to 
production of utility as measured by 
revenue. 


Types of Utility 


The economist usually recognizes 
four types of utility ; form, place, time, 
and possession. Production, as com- 
monly defined, involves only the crea- 
tion of form utility. Distribution, in 
the usual sense, refers to the providing 
of time, place, possession and utility. 
At any rate, such functions as sales 
promotion, shipping, and collecting are 
as productive of revenue as is the fab- 
ricating process, since all are essential 
to profitable operations. But ac- 
counting classification or division is 
based in general on responsibility. In 
most manufacturing concerns, the 
management organization is divided 
into the three broad functions of pro- 
duction, distribution and finance. It is 
always difficult to say which function 
is the major one. Since all three are 
essential in some degree, any attempt 
to rank them resolves into a priority 
question like that of the chicken and 
the egg. This situation is becoming 
more complex today because of the in- 
creasing tendency to specialize admin- 
istrative functions. 

In addition to contributing toward 
marketing efficiency, the use of distri- 
bution cost accounting makes it legally 
feasible to charge different prices to 
different types of customers, thus 
passing on to customers the advan- 
tages of buying in those quantities or 
by those methods which result in sav- 
ing to the seller. Without adequate 
distribution cost accounting records, 
the seller may run afoul of the Robin- 
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son-Patman Act if he engages in 
differential pricing when selling to dif- 
ferent customer types. 


Stages of Cost Handling 


The cost accountant must handle 
company costs through three major 
stages. He records costs as they are 
incurred, traces costs in terms of in- 
ternal activity, and assigns costs to 
periodic revenue.’ It is in the second 
and third stages of this sequence that 
the treatment of production and dis- 
tribution costs differs. The tracing of 
costs within the firm must be done on 
the basis of some type of cost-unit. 
For production costs, the unit is usual- 
ly a specific quantity of the product, as 
a single automobile or a ton of steel. 
For distribution costs the unit is not 
so easily chosen.’ Only a few business 
costs are incurred on a clear-cut unit 
of product basis. Some material, labor, 
packaging and delivery costs can be 
related directly to the units of product 
to which they apply. Other costs are 
incurred by the enterprise as a whole 
as a necessity of being in business. 
These “bread-upon-the-water” costs 
are not clearly identified with units of 
product sold. The problem of separat- 
ing costs jointly incurred for the sale 
of several types of product and of sep- 
arating results which jointly stem 
from one such cost thus arises. This 
is the crux of the distribution cost 
challenge.® 


Sorting Distribution Costs 


One method of sorting distribution 
costs is based on the function for 
which the costs are incurred. The en- 
tire marketing effort is divided into 
such component functions as direct 
selling, advertising, warehousing, 
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transportation, credit and finance, etc. 
Each of these functions is then broken 
down into still further divisions until 
many costs can be segregated directly 
at incurrence. Costs which cannot be 
apportioned directly must then be 
spread on the basis which is assumed 
to reflect most clearly the benefit de- 
rived from them by the various func- 
tions.'° Classification of costs by func- 
tions does not, in itself, provide a 
measure of efficiency nor exert control 
over costs. However, it is a useful first 
step in that direction. The comparison 
of actual costs incurred to perform a 
function with the costs which should 
have been required does provide such 
a measure. Comparison is facilitated 
when costs are classified by function 
rather than simply by the nature of the 
expense, such as rent, wages, etc.!! 
But the functional method is a broad 
one. Its utility depends upon the com- 
plexity of the process of distribution 
required. If many products are in- 
volved and the marketing effort is 
great, the functional method of analy- 
sis may not be sufficiently specific to 
provide adequate control. 


A Further Breakdown 


To provide the more specific infor- 
mation needed for effective cost con- 
trol, distribution costs can be broken 
down into still finer classifications. The 
combination of direct and indirect al- 
location again is used to divide func- 
tionalized costs according to any of a 
number of unit bases. Some of these 
bases are the commodity sold, the type 
of customer, the channel of distribution, 
and the territorial or organizational 
divisions. This type of classification 
provides a much closer measure of 
efficiency and technique of control. For 
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example, the actual cost of a specific 
channel of distribution in selling a 
given quantity of Product A to small 
customers in Territory 2 is much more 
significant for purposes of control 
than is the total cost of distribution. 
The methods of indirect allocation 
used to spread the functionalized costs 
to these unit-bases are highly impor- 
tant. They will vary according to the 
particular cost under consideration 
and the unit-base to which applied. But 
the utility of the resulting information 
is a function of their validity in man- 
agerial decision making and pricing. 
The problem is not a simple one, and, 
as with indirect production costs, it is 
probably most satisfactorily solved 
when attacked on an individual-firm 
basis. 


DEFENSE OF STANDARDS 


When this sort of analysis is cor- 
related with the study of sales poten- 
tials and actual sales results, it can re- 
veal misdirected sales effort and costs 
which are not justified by results. This 
information is the foundation of dis- 
tribution cost control, but in and of 
itself it is not enough. The proper 
direction of sales effort does not insure 
the optimum result. Even profitability 
is not conclusive evidence of effi- 
ciency.'? The efficient firm may be un- 
profitable while the inefficient may 
prosper for a time. 

Not only what has happened but also 
what should have happened must be 
known for the proper measurement of 
performance. The decision as to what 
should have happened can be ex- 
pressed in budget form or through the 
use of distribution cost standards. The 
fact that criteria of satisfactory per- 
formance are needed is undeniable. 
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The chief arguments against standard 
distribution costs hinge on the diffi- 
culty of their determination and their 
questionable validity once determined. 
These arguments probably can never 
be resolved in general, but must be 
decided on the basis of particular 
cases. Need for a basis of comparison 
is a strong argument in support of 
standard distribution costs. Another 
interesting brief can be made for dis- 
tribution cost standards based on the 
use which can be made of them to 
resolve the cost or expense question 
connected with distribution expendi- 
tures.13 To determine the gross profit 
on sales, the cost of goods sold is de- 
ducted from total sales. This cost of 
goods sold figure is supposedly a true 
cost since it includes not only direct 
costs but also allocated indirect costs. 


Overcoming Conflict in Treatment 


In the case of deductions from gross 
profit to arrive at net profit, it may be 
held that there is no relation between 
the amounts deducted and the actual 
sales. The selling, financial and admin- 
istrative costs used represent all ex- 
penditures of this type made during 
the period even though it is apparent 
that some such costs could have had no 
relation to sales booked during the 
period. The accountant is likely to 
rationalize to the effect that actual 
expenditures alone are reliable as a 
measure of such costs. At the same 
time, he will argue forcefully that the 
cost of sales figure is a true one though 
it is probably entirely divorced from 
the actual production expenditures of 
the period. The use of distribution 
cost standards to overcome this con- 
flict in treatment can be illustrated by 
a simplified profit and loss statement. 
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A standard rate of 25¢ per dollar of 
sales is assumed. 











Using 
Standard 
Usual Distribution 
Method Cost 
SN Oe ee oS nae $100,000.00 $100,000.00 
Deduct-Cost of 
Goods Sold ...... 60,000.00 60,000.00 
Gross Profit ...... $ 40,000.00 $ 40,000.00 
Deduct-Selling and 
Administrative 
Expense (Actual) 35,000.00 
Standard Distri- 
bution costs 25,000.00 
Net Profit ....... $ 5,000.00 $ 15,000.00 





Obviously, some disposition must be 
made of the $10,000 difference be- 
tween actual and standard distribution 
costs. If this difference represents 
avoidable error, it should be written 
off as a business loss. If, when added 
to the standard cost figure, it presents 
a more accurate picture of normal dis- 
tribution expense it should be so 
treated. But if it represents expendi- 
tures made in the ordinary course of 
operations to stimulate distribution in 
succeeding periods, it should remain 
on the books as a deferred item. 


The Ultimate Goal 


It must be admitted that where dis- 
tribution costs regularly recur in 
similar amounts, no great distortion in 
results is created by handling them as 
period costs. However, a similar state- 
ment could be made with regard to 
production costs, which would obviate 
the need for inventory accounting. 
The period cost concept would not be 
widely accepted for the reason that the 
methods of handling indirect produc- 
tion costs are well established on a unit 
of product basis while a widely ac- 
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cepted technique for deferring distri- 
bution costs has not been devised. Most 
accountants would agree that if it is 
possible to determine the period 
actually benefited by selling effort it is 
logical to treat distribution costs as 
prepaid expenses, but the accountant 
usually feels that the relation to future 
periods is not sufficiently definite and 
clear.14 It should be the task of cost 
accountants to develop means whereby 
such relationships can be determined 
at least as definitely as those connected 
with production costs. This task can 
be restated as the elimination of the 
distinction in treatment between prod- 
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uct costs and expenses or period costs. 
The truly significant relationship is 
the one existing between justifiable ex- 
penditures which produce revenue and 
the revenue produced. Costs of rev- 
enue, rather than costs of goods and 
cost of being in business, attain the 
position of prime importance when the 
artificial barrier of the accounting 
period is removed. It is the third step 
in the cost accountant’s activity, the 
matching of costs to revenue, which is 
the ultimate goal. The first two steps, 
the recording of costs and tracing of 
cost conversions within the firm, are 
only instrumental to it. 
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FRED A. SEATON 


The Challenge 


of Helium Conservation 


Promotion of cooperative effort by 
government and private industry in 
natural resource conservation and de- 
velopment has been a cornerstone of 
the resource policies developed by the 
Eisenhower administration. 

This positive teamwork concept re- 
quires vigorous cooperation from the 
federal government and both public 
and private local agencies. Because we 
have believed and practiced this, prog- 
ress in the past six years has been far 
beyond what the federal government 
alone could have accomplished. 

In the coming months, American 
business will be given another oppor- 
tunity to demonstrate the practicality 
of the teamwork principle in an urgent 
program that can provide vital support 
to our national security—a program to 
conserve effectively one of the most 
valuable and most rare of our natural 
resources: helium. 

Forty-odd years ago, helium was lit- 


The government's efforts lo pre- 
serve for the Free World’s needs 


a vital, and limited, natural resource 


tle more than a laboratory curiosity. 
Today it is a valuable military, indus- 
trial, medical, and basic research tool 
contributing to the safety and welfare 
of our citizens everywhere. With new 
uses constantly being found, consump- 
tion has increased to approximately 
five times the 1950 level. The result is 
that without immediate large-scale 
conservation action we estimate that 
within 25 years the presently known 
helium-bearing gas fields in the United 
States will not be capable of supplying 
our requirements. 

The need for effective conservation 
was studied intensively during 1957 
and 1958 by the Department of the In- 
terior, in collaboration with several 
other federal agencies. In a report is- 
sued January 24, 1958, these agencies 
unanimously recommended a new na- 
tional program calling for broad-scale 
action to preserve the shrinking re- 
serves of this essential resource. The 
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proposed program was endorsed by 
President Eisenhower and legislation 
was introduced in the Congress the 
same year. 

To understand the importance of a 
new helium policy and before examin- 
ing the contemplated expansion in 
production capacity, it seems appro- 
priate to review briefly the history of 
helium, its unique characteristics, the 
current status of its production, and 
its uses. 


CHARACTERISTICS 


Helium was discovered in 1868, less 
than 100 years ago. First detected in 
the gaseous atmosphere around the 
sun, its name is derived from helios, 
the Greek word for the sun. Not until 
1895 was it found on earth, and knowl- 
edge that helium was to be found in 
certain natural gases dates only from 
1905. 


Unique Qualities 


Completely inert, helium chemically 
is an element which is unique in many 
respects, possessing extreme prop- 
erties not found in any other sub- 
stance. 

Only hydrogen is lighter in weight, 
but unlike hydrogen, helium will not 
burn. It is for this reason that it be- 
came indispensable for navy blimps, 
weather balloons, and the huge high- 
altitude balloons employed in studying 
the earth’s stratosphere. 


Other Advantages 


Because it is inert and an excellent 
conductor of heat and electricity, the 
rare gas serves as a shield in high 
quality arc-welding of magnesium, 
aluminum, copper and stainless steel. 
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These two characteristics, plus a re- 
sistance to radioactivity, make it the 
preferred material for moving heat de- 
veloped in nuclear reactors to other 
equipment where the heat is utilized to 
develop useful power. 

It is ideal as a pressurizing medium 
in some of the larger ballistic nissiles 
because it is light-weight, inert, and 
capable of remaining a gas when in 
contact with liquid oxygen. The weight 
advantage alone becomes a significant 
factor making possible increased range 
or payload. 

The inert gas is also used for many 
other purposes. And day by day, new 
and valuable applications are being dis- 
covered. Some of these are important 
in basic scientific research, while 
others have resulted in new practical 
processes for the benefit of mankind. 


GOVERNMENT CONCERN 


The Department of the Interior, 
through its Bureau of Mines, has been 
concerned with the production of he- 
lium since 1917—an interest which 
first developed out of British need for 
the gas for barrage balloons early in 
World War I. 

With the entry of the United States 
into the war, the matter of helium sup- 
ply became one of vital importance to 
the military forces of this country as 
well. Arrangements were made by the 
army and navy to have the Depart- 
ment of the Interior investigate the 
feasibility of large-scale separation of 
the resource from natural gas for mili- 
tary and naval aeronautics. To ex- 
pedite the program, commercial com- 
panies whose business involved the 
separation of gases were invited to 
participate. Several experimental 
plants were built, and at the close of 
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World War I about 200,000 cubic feet 
of helium had been produced and was 
available for shipment to Europe. 


Research and Production 


After the war, this nation’s military 
agencies arranged with the Depart- 
ment of the Interior to investigate 
more economical methods of separa- 
tion—a project which resulted in the 
process that has been used successfully 
for the past 35 years, with occasional 
improvements. 

Since 1925, the Department’s Bureau 
of Mines has been charged with the re- 
sponsibility of furnishing helium to the 
federal agencies and, since 1937, has 
been authorized to make commercial 
sales to industry. The Bureau of 
Mines today is the sole producer of 
helium in the Free World. 


Search for a Rarity 


The Department of the Interior has 
carried on a thorough and continuous 
survey for helium-bearing natural 
gases. As a result, we know with a 
considerable degree of accuracy the 
areas in the United States where this 
vital resource is located. The greatest 
quantity thus far discovered is in the 
natural gas fields of the Texas and 
Oklahoma Panhandles and the south- 
western portion of Kansas. Natural 
gas containing helium in concentra- 
tions of one percent or more is found 
in other parts of Kansas, but the fields 
generally are not large and are scat- 
tered. Some of the rare gas also has 
been found in certain of the natural 
gases of Colorado, New Mexico, Ari- 
zona, and Utah. 

Most of the gas fields in California 
and along the Gulf Coast contain little 
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helium. This is generally true also of 
the Appalachian area. Helium-bearing 
natural gas has been found in Canada, 
but the percentage is low. 

No complete survey has been made 
of natural gases produced outside of 
the United States, but those gases that 
have been sampled elsewhere have not 
shown helium in more than minor 
amounts. The U.S.S.R. has recently 
claimed the discovery of some helium- 
bearing natural gas. 


Wastage 


It has been estimated that the gas 
fields in the Texas and Oklahoma Pan- 
handles and the adjoining areas of 
Kansas contain about 120 billion cubic 
feet of recoverable helium. While this 
is about 350 times the present annual 
consumption in the United States, al- 
most all these fields are producing to 
supply gas markets without first ex- 
tracting the helium content. 

The result is that, at the present 
rate of use, about four billion cubic feet 
of the rare gas is being lost annually 
in the natural gas consumed as fuel. In 
other words, the helium supply is be- 
ing depleted as rapidly as are the nat- 
ural gas supplies that contain it. 


THE CONSERVATION PROGRAM 


To put an end to the waste of a crit- 
ically important natural resource, the 
Department of the Interior, in 1958, 
took action to develop a long-term and 
large-scale conservation program. Un- 
fortunately, however, our plans cannot 
be put into effect because the Depart- 
ment does not yet have the authority 
to enter into production or purchase 
contracts. It is our hope that the Con- 
gress will act favorably this year on 
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the legislation requested two years ago 
by the Eisenhower administration, so 
that we may take the steps necessary 
to conserve more of this essential ele- 
ment. 

The proposed conservation program 
recognizes that the possibility of find- 
ing large new sources of helium is re- 
mote. It is designed, therefore, to con- 
serve much that is now being lost. We 
estimate (and I feel our estimates are 
modest) that some three billion cubic 
feet per year could be recovered by 
extraction plants which would remove 
the critical resource from natural gas 
now going to fuel markets. 


Production 


Until last November, total annual 
production of helium at the four gov- 
ernment - operated plants located at 
Amarillo and Exell in Texas, Shiprock 
in New Mexico, and Otis in Kansas, 
was about 340 million cubic feet—an 
output which failed to keep pace even 
with the current demand. 

In other words, our total production, 
far from providing a surplus to prepare 
for the accelerating requirements of 
the future, often did not meet the 
many pressing current needs of our ex- 
panding military and scientific pro- 
grams. 

On November 17, 1959, our fifth and 
newest plant, an important new facil- 
ity at Keyes, Oklahoma, was dedicated, 
to help solve the increasingly acute 
supply problem. This sizable new plant 
is expected to increase production by 
some 290 million cubic feet per year— 
almost doubling the previous total. 
With approximately 600 million cubic 
feet of production now annually avail- 
able, we are prepared at least to deal 
with current demand, and can set aside 
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comparatively small quantities as a 
safeguard against the future. 


New Facilities 


The Administration’s conservation 
program deals, however, with the prob- 
lem of future requirements and supply 
on a much broader and more compre- 
hensive scale. It proposes the con- 
struction, as rapidly as possible, of as 
many as 11 additional plants. The 
large amounts of helium removed at 
these plants would travel through pipe- 
lines to the government-owned Cliff- 
side Gas Field near Amarillo, Texas, 
for underground storage and stockpil- 
ing. Our experience clearly demon- 
strates that such storage methods are 
both safe and feasible. 

The Department of the Interior 
hopes that private industry will come 
forward to finance, construct, and 
operate these plants to produce helium 
for sale to the federal government— 
now the consumer, directly or indirect- 
ly, of most of the total national yield. 
Authority to make contractual ar- 
rangements for the participation of 
private enterprise in the conservation 
program is provided in the Depart- 
ment’s legislative proposal, and it is 
gratifying that several business firms 
already have indicated an interest in 
the operation of the proposed new 
plants. This vital program provides a 
challenge, I believe, to both govern- 
ment and industry to work together as 
a team in meeting the growing threat 
to a truly valuable resource. 


Alternatives to Conservation 


A natural question arises as to what 
alternative there might be to this con- 
servation program. So far as we know, 
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there is none. Helium is not yet in 
short supply. We have billions of cubic 
feet of it in our natural gases, but it is 
slipping through our hands. Previously 
I pointed out that our major gas fields 
in Texas, Oklahoma, and Kansas con- 
tain about 120 billion cubic feet of re- 
coverable helium. But federal experts 
estimate that 52 billion cubic feet of 
this total will be wasted in fuel gas 
going to market between now and 
1985—if nothing is done to conserve it. 

When our supply of helium-bearing 
natural gas is exhausted, we will have 
to look either to sources outside the 
United States—and, to date, we know 
of no such sources—or to the atmos- 
sphere. But the air contains only one 
part helium in 200,000, and technicians 
estimate that the cost of recovering it 
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from that source would be approxi- 
mately 1,000 times the present cost. 
We do not know what new uses will 
be found for helium in the future. But 
we do know that lack of this resource 
would seriously affect the security of 
America and of the entire Free World. 
We know also that it would exclude 
scientists and engineers in a very com- 
plete way from a vast number of scien- 
tific and technological developments 
which could benefit the lives of all. 
Many leaders, both in and outside 
government, are seriously concerned at 
the consequences of failure to take 
prompt and effective conservation 
measures. If we wait, it may be too 
late. For this reason, it is incumbent 
upon us to take decisive action now to 
put a planned, large-scale helium con- 
servation program into operation. 
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Non-Wage Aspects 


of Collective Bargaining 


Non-wage aspects of collective bar- 
gaining would seem to include all con- 
tractual provisions except those per- 
taining directly to rates of pay. For 
purposes of this discussion, I have di- 
vided the non-wage provisions found 
in a typical collective bargaining 
agreement into five broad classifica- 
tions and indicated the kinds of sub- 
jects covered under each classifica- 
tion.! This listing is, of course, de- 
signed to be illustrative rather than 
exhaustive. 


e Structural and procedural: scope 
and purpose of the agreement, 
procedures governing the han- 
dling of grievances and arbitra- 
tion, prevention of strikes and 
lockouts, reopening clauses. 


e Status and rights of the union 
and management: union rec- 
ognition, rights and responsibil- 
ities of the parties, union secur- 
ity, union representatives’ 


Effects on productivity, labor 
mobility and economic growth 


activity during working hours. 


e Job tenure and job security: lay- 


offs, promotions, transfers, and 
the application of seniority. 


Work schedules, work speeds and 
production methods: determina- 
tion of the standard work-day 
and work-week, overtime pay, 
holiday pay, vacation schedules, 
machine assignments, assembly 
line speeds, time standards and 
work quotas under incentive sys- 
tems, crew size, work methods, 
introduction of new machinery, 
working conditions governing 
health, safety, heating and light- 
ing. 


Off-the-job security: pensions, 
health and welfare plans, supple- 
mentary unemployment benefits, 
severance pay and other clauses 
which try to ease the workers’ 
lot upon retirement or loss of 
work for other reasons. 
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Rather than consider the economic 
significance of provisions in each of 
the classifications, I shall address my- 
self directly to the following ques- 
tions: what are the effects of the 
non-wage aspects of collective bar- 
gaining on productivity? On labor 
mobility? On economic growth? 


IMPACT ON PRODUCTIVITY 


The contract provisions which have 
often been considered as having nega- 
tive effects on efficiency are those 
dealing with seniority, production 
methods, work rules, crew size and 
others which tend to reduce or limit 
average output per manhour. The 
effects of seniority might be con- 
sidered as indirect while the so-called 
make-work policies directly affect 
productivity. 

American management generally 
believes that efficiency of operations 
would be increased if more regard 
were given to ability and less to senior- 
ity in promotions and layoffs. While, 
under most contracts, management 
may promote a junior employee where 
he has greater ability, supervisors are 
loath to risk going to arbitration on 
the issue of seniority vs. ability. This 
reluctance stems from a belief that 
arbitrators tend to overemphasize the 
objective factor of seniority at the ex- 
pense of the subjective factor of abil- 
ity; a tendency of arbitrators to put 
the burden of proof of greater ability 
on management; and a growing collec- 
tion of arbitration opinions that a 
company must be able to prove that a 
junior man is head and shoulders 
above the senior man in ability to war- 
rant his promotion, even under a 
clause which says that seniority will 
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govern in promotions only when 
ability, merit and capacity are equal. 
In layoffs, seniority rule — especially 
under a system of plant-wide seniority 
— requires management to go through 
a costly bumping policy and wind up, 
at a time when efficiency of operations 
is particularly important, retaining 
men not on the basis of their relative 
worth to the enterprise but because of 
their continuous length of service in 
the plant. Finally, management de- 
cries the lack of incentive for workers 
to put forth their best efforts in the 
hope of promotion because of the im- 
portance attached to seniority. 


Effect of Seniority 


While not readily measurable, the 
impact of strict seniority provisions is 
undoubtedly in the direction of de- 
creasing efficiency in a particular com- 
pany. However, it is probably not as 
adverse to efficiency as depicted by 
managements because of the grow- 
ing importance of machine-paced as 
opposed to man-paced jobs making 
ability less important, the likelihood on 
many jobs of finding a high correla- 
tion between length of service and 
ability, and the increase in efficiency 
which may result from the greater 
security provided by seniority. There is 
also some reason to question the compe- 
tence of management to assess accu- 
rately relative ability as between em- 
ployees to do a given job. This 
skepticism would appear to be justi- 
fied by the findings of Professor James 
Healy of the Harvard Business School, 
who investigated 58 arbitration 
awards in which the arbitrator had set 
aside management’s decision to pro- 
mote a junior man over a senior em- 
ployee on the basis of superior ability. 
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Out of 46 replies, the senior employee 
was found to have proved himself able 
to do the new job within a short period 
of time in 29 cases. Furthermore, in 
22 of the 29 cases, supervision ex- 
pressed doubts whether the junior em- 
ployee originally favored by manage- 
ment would have done any better on 
the job.” 

Even if we acknowledge that indi- 
vidual companies might increase their 
over-all efficiency if not tied down by 
seniority provisions, this does not 
mean that the national economy would 
benefit. This is just another case 
where the whole does not equal the 
sum of its parts or (to reverse a more 
modern aphorism) “What’s good for a 
particular company is not necessarily 
good for the United States.” By laying 
off older workers and retaining more 
productive younger men, a company 
would be improving its own efficiency 
and profit position at the expense of 
the economy generally, for such older 
workers would probably have difficulty 
finding alternative employment oppor- 
tunities and if reemployed would un- 
doubtedly be less productive in a new 
work environment than they were in 
their former jobs. Viewed in this con- 
text,. seniority may be regarded as a 
method of distributing the less pro- 
ductive employees more or less equit- 
ably among employers, rather than 
concentrating them among the lower- 
paying firms who can probably least 
afford a further drag on their over-all 
efficiency. 

Before leaving the subject of senior- 
ity it is well to point out that contin- 
uous length of service is also impor- 
tant in non-union companies. A 
National Industrial Conference Board 
study of 110 non-union companies in 
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1950 found that over 95 percent gave 
consideration to length of service in 
layoffs and over 70 percent considered 
seniority in promotions and rehires.* 
On the other hand, outside the United 
States, seniority is given much less 
weight even in unionized companies. 
Teaching in Great Britain last spring, 
I found management and union repre- 
sentatives quite surprised at the im- 
portant role played by seniority in the 
United States. Management officials 
particularly found it difficult to under- 
stand how the high productivity which 
they almost unquestionably accept as 
characteristic of American industry 
could go hand in hand with this ap- 
parent disregard of merit and ability 
in deciding which employees to pro- 
mote or to retain in layoffs. The ab- 
sence of pre-determined rules to follow 
may serve as a partial explanation for 
the relative frequency of work stop- 
pages in Great Britain when layoffs 
do occur. 


Restrictive Practices 


Make-work policies of unions have 
been classified into nine categories by 
Slichter in his Union Policies and In- 
dustrial Management written twenty 
years ago. While the emphasis among 
these categories may have shifted, they 
still represent a comprehensive group- 
ing of ways in which unions may at- 
tempt to increase employment: 

1. limiting daily or weekly output; 

2. limiting speed of work; 

3. controlling quality; 

4. requiring time-consuming meth- 

ods; 


2 


requiring unnecessary work; 


6. regulating crew size or requiring 
unnecessary men; 
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7. requiring that work be done by a 
particular skilled trade; 


8. prohibiting employers or fore- 
men from doing production 
work; 

9. retarding or prohibiting use of 
machines or labor-saving de- 
vices.4 


It is unnecessary to discuss in detail 
the above listed restrictive practices. 
They all share in common the objective 
of requiring a greater input of man- 
hours per unit of output than would be 
required in their absence. In order to 
place them in proper perspective, I 
should like to make the following 
points regarding restrictive practices. 


e Make-work practices are not an 
invention of trade unions. They are 
found among unorganized as well as 
organized workers, in offices as well as 
in plants; among professionals as well 
as among less educated groups; and 
even among the executives of the same 
companies that inveigh loudly against 
make-work practices in their plants. 
Who has not heard of Parkinson’s law 
which leads to empire building even 
while actual productive work is de- 
creasing? Or what knowledgeable and 
honest teacher would deny that part 
(not all, but part) of the opposition of 
teachers to using TV to help solve the 
teacher shortage may be explained by 
the same “lump of labor” theory that 
professors of economics are so busily 
disproving in their classrooms? 
Unions may be blamed for formalizing 
and enforcing restrictive practices but 
not for inventing them. 


e Economics textbooks tell us that 
make-work rules and policies are more 
prevalent among craft unions than 
among unions organized along indus- 
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trial lines. Presumably this is so be- 
cause skilled workers have more to 
fear from de-skilling technological 
changes and loss of work to other 
crafts or to lesser-skilled workers. But 
today we find that it is in the indus- 
tries organized by large industrial 
unions that the greatest battles are 
being fought over so-called restrictive 
practices: steel, meatpacking (in two 
companies), oil refining, nonferrous 
metal mining, glass. How should we 
account for this sudden interest of em- 
ployers in mass production industries 
in practices which have been prevalent 
for years in their industries without 
exciting much active opposition? 

Employers explain it in terms of in- 
creased competition, return of a buy- 
ers’ market, and lower profit margins. 
Perhaps this is so, but it is only one 
side of the equation. It is significant 
that the drive against make-work rules 
has come to the fore shortly after the 
most serious recession of the postwar 
years. Many of the workers who are 
now insisting on strict adherence to 
“local working conditions,” ‘working 
rules,” less productive methods, etc., 
were unemployed or on a short work- 
week in 1958. Many of their friends 
and co-workers are still unemployed 
despite soaring production indexes and 
improved profits. They do not have to 
hark back to the thirties (although 
many of them can and do) to ration- 
alize actions to “make the job last” as 
long as possible. 


e Behind make-work rules, restric- 
tive practices and opposition to tech- 
nological change is the fear of unem- 
ployment and economic insecurity. 
Workers and unions may agree that 
limiting output is bad for the com- 
pany, for the economy and even for 
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their own long-run employment op- 
portunities. These are things that they 
have been told and that intellectually 
make sense. But the individual knows, 
often from personal experience, that 
changing technology and high produc- 
tivity may mean less work for him 
next week, next month or next year. 
Understanding the reasons’ behind 
featherbedding and make-work rules 
should give us a clue as to how to deal 
with them—in short, like any good 
doctor we should try to treat the un- 
derlying cause of the illness, not the 
symptom. 

Recent agreements in meatpacking 
and in the Pacific Coast longshore in- 
dustry seem to have recognized this 
distinction between symptoms and un- 
derlying causes of workers’ anxieties 
over automation. Originally suggested 
by Armour & Co., contracts have been 
signed between the two unions in the 
meatpacking industry, the United 
Packinghouse Workers and the Amal- 
gamated Meat Cutters and Butcher 
Workmen, and eight companies setting 
up “automation funds” to be financed 
by the companies. In Armour the com- 
pany will contribute one cent for every 
hundred-weight of meat products 
shipped up to a maximum of $500,000. 
The fund is to be used to “cushion 
whatever unemployment may arise 
through the introduction of automa- 
tion.”® On the West Coast the Pacific 
Maritime Association and the Inter- 
national Longshoremen’s and Ware- 
housemen’s Union have set up a mech- 
anization fund under which dock 
workers will receive a share of the 
savings from the introduction of labor- 
saving devices. In return the union 
has promised not to oppose the intro- 
duction of new machinery.’ 
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Other companies and industries in- 
terested in reducing union opposition 
to automation and changing restrictive 
contractual provisions might well con- 
sider this approach rather than at- 
tempting to achieve their objectives by 
persuading unions and workers that 
make-work policies are “bad” for the 
economy and “wrong” as a matter of 
principle. 


e It is ironic that restrictive work 
practices should be such an important 
issue in the United States of all coun- 
tries. During the postwar years, some 
66 British productivity teams, made 
up of management technicians and 
operatives from various industries, 
have visited the United States to learn 
our secrets of increased output and 
productivity. Graham Hutton sum- 
marized the reports prepared by these 
teams in a book entitled We Too Can 
Prosper: 


Team after team noted the interdependence 
in American industry of the “sense of cam- 
araderie and freedom of expression based on 
mutual respect,” the readiness to change 
working assignments and conditions, the will- 
ingness of unions to conform to new methods 
or apply new machinery (with hard bargain- 
ing for due reward!), and the all-pervading 
belief in the need to raise productivity.’ 


On the other hand, J. A. Living- 
ston, a journalist who writes on eco- 
nomic subjects, compares American 
workers’ attitudes towards produc- 
tivity unfavorably with those of work- 
ers in the Soviet Union on the basis of 
a report by Professor Emily Brown of 
Vassar. I understand from other 
studies of the Soviet system of produc- 
tion that they too have their problems 
of achieving maximum effort and pro- 
ductivity.1° But if Soviet workers are 
more amenable to technological 
changes and more cooperative in 
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efforts to maximize production, I sug- 
gest that the relative unemployment 
rates in the two countries may be part 
of the explanation. In this regard, it 
is significant to note that American 
companies using the union-manage- 
ment cooperation system known as the 
Scanlon Plan, which rules out layoffs 
resulting from increased productivity, 
have been highly successful. 


e Finally, so-called make-work 
rules, featherbedding and other re- 
strictive practices may, on investiga- 
tion, turn out to have a sound basis. 
Like so many other issues which seem 
to be quite clear on the surface, there 
are usually two sides to the argument 
over specific make-work practices." 
Slichter’s admonition of 1941. still 
holds true today: 


It is not always easy to determine when a 
union is “making work.” There are some 
clear cases, such as those in which the union 
requires that the work be done twice. But the 
mere fact that the union limits the output of 
men, or controls the quality of the work (with 
effects upon output), regulates the size of 
crew or the number of machines per man, or 
prohibits the use of labor-saving devices does 
not in itself mean that the union is “making 
work.” In such cases it is necessary to apply 
a rule of reason and to determine whether the 
limits are unreasonable. Opinions as to what 
is reasonable are bound to differ, but failure 
to apply a rule of reason would be to accept 
the employers’ requirements, no matter how 
harsh and extreme, as the proper standard.12 


Balance of Factors 


As in the case of seniority, it is prob- 
able that certain contractual pro- 
visions pertaining to work speeds, 
methods and other limitations on pro- 
duction have an adverse effect on pro- 
ductivity. But there are balancing 
factors which must be considered be- 
fore closing the books on this subject. 
On the credit side, we must assess the 


positive effect on productivity of the 
increased security given workers by 
such contract provisions as seniority, 
pensions, SUB, severance pay, the 
grievance procedure, and negotiated 
funds to study and decrease the dele- 
terious effects of automation. Like 
their negative counterparts, the mone- 
tary value of these clauses cannot be 
estimated, but there is little question 
that high worker morale, increased 
security and increased productivity go 
together.13 

Even more important are the pres- 
sures that increased production costs 
exert on management to increase effi- 
ciency. In addition to substantial wage 
increases during the postwar years, 
costs of other contractual benefits have 
also risen. The Secretary of Labor, in 
his background report on the steel in- 
dustry, stated that fringe benefits in 
manufacturing came to 29 percent of 
straight-time average hourly earnings. 
The cost of fringe benefits is probably 
more directly attributable to unions 
than wage increases, which are more 
responsive to labor market pressures. 
Unions must take much of the respon- 
sibility for the increasing cost of 
fringe benefits and are entitled to some 
of the credit for measures taken by 
management to raise productivity in 
order to meet added costs of produc- 
tion. 

It is useless to try to assess the net 
effect of unions on productivity, faced 
as we are with opposing influences 
neither of which is measurable. This, 
however, should not deter efforts to 
minimize and, if possible, eliminate 
those union practices and policies 
which tend to decrease productivity, 
while at the same time retaining the 
positive effects of other provisions 
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which operate in the opposite direc- 
tion. 


IMPACT ON LABOR MOBILITY 


In a free competitive economy we 
depend on the mobility of capital and 
labor to achieve the optimum alloca- 
tion of those resources among produc- 
ing units. It has been claimed that 
contractual provisions which tie work- 
ers more closely to their jobs and 
companies decrease labor mobility and 
thus hinder economic growth. The 
provisions most often cited in this con- 
nection are those dealing with senior- 
ity, pensions, supplementary unem- 
ployment benefits and others which 
relate benefits to length of service. 

The Joint Economic Committee last 
March heard from Stanley Lebergott 
regarding the long-term factors limit- 
ing labor mobility, including such re- 
vered symbols of our culture and our 
time as the American home, mother- 
hood, education, national defense, in- 
dividual security, enlightened person- 
nel policies, and government efforts to 
maintain the family farm. Also men- 
tioned was the end of large-scale immi- 
gration. If unions, through collective 
bargaining, have added to these im- 
mobilizing factors, they are in very 
good company. However, it is not at 
all clear that the non-wage aspects of 
collective bargaining have had any 
significant effects on the mobility of 
labor. 

Ten years ago when negotiated pen- 
sion plans were proposed and then won 
by unions in several major industries, 
they were deplored by management, 
government and academic economists 
as an undesirable development because 
they would chain workers to their em- 





Spring 


ployers and inhibit labor mobility. 
Even labor leaders and economists did 
not seriously dispute this, though they 
justified their demands on the ground 
that private plans seemed the only way 
to increase the miserable benefits then 
being paid under social security. 

In the last few years the pendulum 
seems to have swung in the other 
direction. Recent studies point out 
that labor turnover or mobility (de- 
pending on whether you prefer the 
“bad” word or the “good” one) has 
always been concentrated among 
younger workers—a fact which 
should have been apparent even in 
1949. Workers who stand to lose the 
most from changing jobs (in terms of 
seniority and accrued pensions) are in 
higher age brackets where turnover 
has always been relatively low. 

Arthur Ross, after an intensive 
examination of quit rates over the last 
45 years, concluded that “little evi- 
dence can be found for the proposition 
that labor resources have become im- 
mobilized and a new industrial feudal- 
ism has been created because men can 
no longer afford to quit their jobs.’’!4 
In another study, Robert Tilove found 
that though private pension plans tend 
to restrain mobility, other influences 
such us those mentioned earlier are 
much more important. Tilove even 
suggests that, in the future, pension 
plans may contribute to the increase of 
mobility by freeing workers from 
physically demanding jobs at an early 
enough age to move to lighter jobs.'® 


IMPACT ON ECONOMIC GROWTH 


Economic growth is the result of a 
combination of productivity gains and 
increases in the quantities of labor, 
capital and other inputs used in pro- 
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duction. Productivity increases have 
been estimated to account for about 
half of the rise in total real output of 
the American economy since the turn 
of the century.'* The non-wage con- 
tractual provisions discussed earlier 
would appear to have had only minor 
effects on productivity and mobility of 
labor, the avenues through which they 
might have had some influence on 
economic growth. Much more impor- 
tant to economic growth, both in the 
past and in the future, are such factors 
as changing technology, training, edu- 
cation and size of the labor force, the 
rate of investment, research and de- 
velopment, managerial skill, and hours 
of work. 


The Work Week 


The last-named factor — hours of 
work — is the avenue through which 
unions have probably had the greatest 
influence on economic growth in the 
past. It may also be the most impor- 
tant factor through which unions are 
likely to influence economic growth in 
the future, though with somewhat dif- 
ferent results. 

Since 1890 we have seen a reduction 
in the average work-week in manu- 
facturing from about 60 to 40 hours. 
Unions have been a major force in 
achieving this change, both through 
collective bargaining and legislation. 
Despite this reduction of one-third in 
the average work-week, total output 
has increased substantially. It has 
been estimated that productivity in- 
creases during the last 50 years have 
been shared in a 60-40 ratio as between 
income and leisure.'7 
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Today unions tend to favor a fur- 
ther reduction in the work-week. The 
results of such a reduction, should it 
occur, may not be as favorable for 
economic growth as in the past. His- 
torically, the shorter work-week has 
gone a long way towards paying for 
itself by speeding up the average 
tempo of work, and by reducing acci- 
dents, wastage and absenteeism. Such 
favorable effects on output per man- 
hour are less likely to result from 
future reductions in hours worked per 
week. While one cannot say with cer- 
tainty what is the “maximum-output 
week” under a given technology — and 
it will vary among industries and occu- 
pations — evidence suggests that it is 
probably not less than 40 hours per 
week in most industries.'8 This is not 
to say that a reduction in the work- 
week is undesirable. Productivity in- 
creases will continue to occur as a re- 
sult of factors other than the number 
of hours worked per week. They may 
even be accelerated by increasing auto- 
mation. The benefits of these in- 
creases in output per manhour may be 
taken either in the form of increased 
real output or increased leisure, or, as 
in the past, in some compromise be- 
tween these two. The shorter work- 
week can be had — but only with some 
sacrifice of additional income. 

If unions and their members are 
prepared to choose more leisure over 
more income, the shorter work-week is 
a logical policy to follow. If, however, 
the shorter work-week is designed to 
serve as a remedy for unemployment, 
there are other ways of achieving this 
goal which are more consistent with 
the objective of a growing national 
economy. 
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Foundations Open New Frontiers 


Allegedly young Benjamin Franklin 
entered Philadelphia carrying his own 
provisions—a “long roll” under each 
arm while he munched a third. Be that 
as it may, Franklin matured to become 
a man of great versatility and of tre- 
mendous good will, parlaying his 
modest assets into monumental works, 
wealth, fame, and even a little gossip. 
The achievements, the fame, and the 
gossip lingered after the sage’s death, 
but so did a considerable quantity of 
his wealth and good will. Franklin’s 
latter two assets made him America’s 
first philanthropist, for his will pro- 
vided : 


Having myself been ... assisted to set up 
my business ... by a kind loan of money 
. .. which was the foundation of my fortune, 
and of all the utility in life that may be 
ascribed to me, I wish to be useful even after 
my death, if possible, informing and advanc- 
ing other young men that may be serviceable 
to their country. 


Franklin left £1,000 to the town of 
Boston and an equal amount to the 


Maximum social return: 
the only valid criterion of the 
utility of philanthropic programs 


city of Philadelphia to be lent at in- 
terest to young, married artificers of 
good character. Estimating that each 
of these sums would have increased to 
£131,000 after 100 years, Franklin re- 
quested the expenditure at that time 
of £100,000 on public works “of use- 
ful, convenient and agreeable char- 
acter,” and the accumulation of the 
remainder for another century, when 
the whole was to be distributed. Even- 
tually the remainder went to endow 
the Franklin Institute in Philadelphia, 
founded “for the promotion of science 
and the useful arts.” The W. K. Kel- 
logg Foundation of Michigan is cur- 
rently assisting the Franklin Institute 
to develop a projection magnifier for 
the partially sighted and a sensitive 
cane for the blind. 


Philanthropy Yesterday and Today 


Antedating Franklin as a philan- 
thropist were a few men in other 
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countries and other eras. An _ un- 
identified giver is chronicled in the 
ancient Egyptian Book of the Dead 
where it is related: ‘He gave bread 
to the hungry; water to the thirsty; 
raiment to the naked; and he gave a 
boat to a man who had none.” 

The word philanthropy derives 
from two Greek words meaning love 
of mankind, and the concept is an 
ancient one. There have been in all 
ages some persons who have illustrated 
the existent, if inconsistent, impulse of 
generosity from one human being 
toward another. However, the phil- 
anthropist has been largely a phenome- 
non of the twentieth century—and, 
with the exception of a few individuals 
in the United Kingdom, he has been 
a subspecies of homo sapiens princi- 
pally to be found in the United States. 
During the first quarter of this cen- 
tury, these persons were usually mil- 
lionaires inspired by Andrew Carne- 
gie’s Gospel of Wealth which 
challenged them to be “‘a trustee for the 
poor, entrusted for a season with a 
great part of the increased wealth of 
the community, but administering it 
for the community.” 

Such personal philanthropy was usu- 
ally more spontaneous than organized 
and sometimes more capricious than 
wise. The trend in the last several 
decades has been toward the formation 
of foundations which provide a more 
systematic pattern for giving and are 
further defined by F. Emerson An- 
drews, Director of the Foundation 
Library Center in New York, as: 

- usually a non-governmental, non- 
profit organization having a principal fund, 
managed by trustees or directors, and estab- 
lished to maintain or aid social, educational, 


charitable, religious or other activities serv- 
ing the common welfare. 
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Eight Thousand in U.S. 


There are more than 8,000 general 
research, special purpose, and family 
foundations in the United States to- 
day, with the larger 150 of these or- 
ganizations holding more than half the 
assets and annually accounting for ap- 
proximately three-fourths of all foun- 
dation giving. The total assets of U.S. 
foundations are estimated at $10 bil- 
lion but fluctuate in value because of 
heavy holdings of common stock in 
the portfolios of many of the organiza- 
tions. Some of the larger foundations 
and their approximate assets are: 


Ford Foundation ....... $2,224,000,000 
Rockefeller Foundation .. 648,000,000 
Duke Endowment ....... 414,000,000 
John A. Hartford 

Foundation ........... 414,000,000 
Carnegie Corporation ... 253,000,000 
W. K. Kellogg Foundation 215,000,000 
Alfred P. Sloan 

Foundation. ........<.. 176,000,000 
Lilly Endowment .... 157,000,000 
Commonwealth Fund .... 117,000,000 
Danforth Foundation .... 110,000,000 
Kresge Foundation ...... 95,000,000 
Carnegie Institute of 
Washington ............ 81,000,000 


Within the state of Michigan alone 
there are nearly 250 foundations of 
varying size and having total assets of 
perhaps $700,000,000. (Not included 
in the Michigan total and listing is the 
huge Ford Foundation which, while in- 
corporated in Michigan, maintains its 
headquarters in New York.) Among 
the larger of these organizations in the 
state are W. K. Kellogg Foundation, 
Battle Creek; Kresge Foundation, De- 
troit; Ford Motor Company Fund, 
Dearborn; Charles Stewart Mott 
Foundation, Flint; McGregor Fund, 
Detroit; Josephine E. Gordon Founda- 
tion, Detroit; Cranbrook Foundation, 
Bloomfield Hills; Herbert H. and 


Grace A. Dow Foundation, Midland; 
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Grand Rapids Foundation, Grand 
Rapids; and Elsa U. Pardee Founda- 
tion, Midland. Within recent years, a 
time stipulation caused the termina- 
tion of another foundation of great 
scope and significance—The Children’s 
Fund of Michigan, founded by the late 
Senator James Couzens, which func- 
tioned a quarter of a century for the 
welfare of the children of Michigan. 


A FOUNDATION’S REASON-TO-BE 


In 1958, the gifts of American 
foundations to assist programs over the 
world totaled more than $505 million. 
The total giving for 1959, not yet 
compiled, undoubtedly will be consider- 
ably greater. Such philanthropy, with 
an impact to one degree or another 
upon the people and living conditions 
in communities of every continent, il- 
lustrates the social usefulness of foun- 
dations, their reason-to-be. The foun- 
dation’s role in society properly is that 
of a risk-taker on man’s cultural, in- 
tellectual, scientific, and humanitarian 
frontiers; its gifts are catalytic agents 
to inspire and aid communities, insti- 
tutions, and agencies to solve their 
problems. Foundation moneys—some- 
times called seed money, venture capi- 
tal, or risk capital—have literally 
opened new vistas for the development 
of man and his communities. 

Sometimes the programs subsidized 
by foundations create marked changes 
in the life of a community, a state, a 
region. Sometimes there is a salutary 
effect upon the evolution of health and 
educational ideas which affect several 
continents, if not the world. Founda- 
tions are able to assume the financial 
risks of these pioneer enterprises 
which, because of their experimental 
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character, might prove an unwar- 
ranted burden upon the regular ad- 
ministrative budgets of sponsoring 
institutions or agencies. And the dis- 
coveries resulting from foundation 
grants to the sciences, the humanities, 
the arts, and toward community im- 
provement, witness that the considered 
and imaginative investment of rela- 
tively small sums may accomplish great 
purposes. 


A Wide Scope of Interest 


If foundations are to be concerned 
primarily with pioneering and experi- 
mental efforts, then their policies and 
scope of interests must be extremely 
flexible. It is granted that most per- 
sons and institutions of good will con- 
tinue to seek new approaches to what 
are actually old problems of human 
welfare. Nevertheless, the frame of 
reference for these problems, is always 
shifting, and foundations, to fulfill 
their role of servitors to society, must 
be amenable to change. As a case in 
point, until 1933 and the Great Depres- 
sion, the relief and betterment of social 
conditions and personal needs—some- 
times called “social welfare” or “chari- 
ty”—were chiefly tasks for private 
philanthropy. However, since the de- 
pression the federal government has 
given sums to social welfare that com- 
pletely overshadow any private giving, 
and foundations have largely left this 
area to the government in favor of aid 
to research for the creation of new 
knowledge or to facilitate the wide 
communication and application of 
existing knowledge. 

Among the 8,000 foundations, there 
are those concerned with almost every 
aspect of human culture and commu- 
nity life, but generally speaking there 
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is a trend toward the limitations of in- 
terest to selected subject areas and 
sometimes to definite geographic re- 
gions. Much of the financial support 
of the larger foundations goes to state, 
regional, national, and international 
causes related to education, interna- 
tional understanding, research in the 
health fields, the social sciences, the 
physical sciences, the humanities, and 
public affairs. Family and small foun- 
dations are more likely to give support 
to health, religious, and educational 
causes in local areas. (Where grants 
from a larger foundation are centered 
in one community, this usually is for 
pilot or experimental and demonstra- 
tion purposes, with the program de- 
signed eventually to be perfected and 
extended to other communities.) 
More specifically, grants in medicine 
might range from funds to establish 
an international institute of nutrition 
(or to set up a center for research of 
some wide-ranging disease) to the 
more modest project of a fellowship to 
enable a foreign physician to study for 
a year or so in the United States. Aids 
in education could run the gamut from 
a national program of preservice and 
inservice education for school admini- 
strators to a gift that would enable the 
local high school to add a swimming 
pool to its modest, tax-supported build- 
ing plans. Foundation funds might en- 
able a town or group of towns to under- 
take a survey of community facilities 
and projected needs for the growing 
number of Senior Citizens. A five-year 
subsidy could play an important part 
in developing practical nurse schools 
to educate auxiliaries in an effort to 
mitigate the current nursing shortage. 
Or, in the field of hospitals, foundation 
funds might be used to set up an ex- 
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perimental Intensive Patient Care 
Unit, which matches the facilities and 
services provided by the hospital to 
the needs of the patient in his particu- 
lar stage of illness and is a revolution- 
ary idea that should have a far-reach- 
ing impact upon the design of hospitals 
and the improvement of the care of 
hospitalized persons throughout the 
nation. 


By-Products of Philanthropy 


Often there are important by-prod- 
ucts from a foundation-assisted pro- 
gram that are as important as the 
central goal itself. Foundation giving 
presents the opportunity to show some 
of the benefits from benevolent capital- 
ism, for most philanthropic organiza- 
tions, of course, derive their funds di- 
rectly or indirectly from industrial 
profits. For example, the W. K. Kel- 
logg Foundation (this foundation is 
mentioned several times within the 
article because of the writer’s affilia- 
tion with it and the fact that “one 
writes best about what one knows’) 
holds more than 51 percent of the 
common stock of the Kellogg Company, 
with the Foundation’s use of the divi- 
dends meaning that more than half the 
declared annual dividends of this par- 
ticular corporation go toward the gen- 
eral welfare of peoples on four conti- 
nents. 

Another by-product of philanthropy 
is the creation of a friendlier feeling 
among the nationals of various coun- 
tries. For instance, fellowships granted 
by a number of foundations to enable 
educators, foreign physicians, dentists, 
hospital administrators, and nurses to 
study in United States institutions 
“sow seeds of international good-will,” 
according to experts on foreign affairs. 
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Fellows so aided are from the profes- 
sions; they are of the leadership eche- 
lons of their respective nations, and 
through their sojourns in the United 
States they take home gratitude and an 
understanding of American aims 
which are communicated to the people. 
There are similar reactions to foreign- 
based programs which are aided. A 
private agency such as a foundation 
sometimes can move more expeditious- 
ly to develop relations with foreign 
governments and institutions than can 
the more complex federal government. 
Following the issuance of a recent an- 
nual report, the Kellogg Foundation 
received an appreciative letter from 
the Irish segment of an agricultural- 
educational program that affects rural 
portions of the United Kingdom: 


Your year’s expenditure of over five million 
dollars without distinction of religion, race or 
country is something of which too few of my 
fellow Irishmen are aware. Permanent grat- 
itude is due for your generosity in providing 
1% million dollars for Europe alone. This 
high example of true charity is another action 
typical of the help given by the United States 
to its less fortunate neighbors. 

But I trust you will not misunderstand me 
when I say, additionally, that as an ordinary 
Irish farmer, I can more immediately appre- 
ciate the good your gift to the Young Farm- 
ers’ Clubs Junior Section, Macra na Tuaithe, 
is doing. Under our new educational director, 
made possible by your gifts, our organization 
is making enormous strides. Its greatest 
value is that it caters for a section of our 
youth which has previously been almost 
ignored, and the next generation will prove 
its worth. I hope, Sir, that it will not be long 
until you are able to see for yourself some of 
the gatherings of these juniors with their 
happy faces and samples of their projects and 
handiwork. I feel you will not be dis- 
appointed. 

On April 30 next the President of Ireland will 
open our new office and the work of your 
Foundation will be more officially recognized. 
Yet I wished also that you should be informed 
privately of our gratitude. Certainly the New 
World is being called in to redress the balance 
of the Old. 
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TYPES OF FOUNDATIONS 


As might be anticipated among a 
a total of more than 8,000, there are 
several classifications into which foun- 
dations fall. The Foundation Library 
Center in New York, with the most 
complete records available upon phil- 
anthropic organizations, uses these 
classifications: General Purpose Foun- 
dations, Special Purpose Foundations, 
Family or Personal Foundations, Com- 
pany Sponsored Foundations, Commu- 
nity Foundations, Government Foun- 
dations (such as The National Science 
Foundation which appropriates tax 
money for research), Industry-Wide 
Foundations, and Community Trusts. 

Most of the categories above have 
titles which explain their goals and 
functions. However, it perhaps should 
be further explained that there are 
two other important ways of categoriz- 
ing foundations — Operating versus 
Grant-Making and Research versus 
Application. 


Operating 


An operating foundation, with a 
staff of field personnel, actually carries 
out a program, doing the planning, the 
follow-through, and the work neces- 
sary to achieve a desired goal. During 
its first eleven years the W. K. Kellogg 
Foundation was an operating organi- 
zation. Using more than $8 million 
and a staff of educators and librarians, 
physicians, dentists, public health per- 
sonnel, sanitary engineers, and nurses, 
the Foundation assisted seven counties 
in southwestern Michigan to establish 
health departments, to improve health 
services, and to accomplish a complete 
reorganization of their public schools. 
After 1941, however, when aid to this 
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Michigan Community Health Project 
was completed, the Kellogg Founda- 
tion abandoned direct operation of any 
programs and now confines its assist- 
ance to grant-making: furnishing the 
needed money only, with the direction 
and all operations the exclusive prov- 
ince of the recipients of the grant. 


Research and Application 


Many foundations are concerned 
with the creation of knowledge 
through research—as are numerous 
universities and the federal govern- 
ment—and the great preponderance of 
their funds are channeled in that di- 
rection. Consequently, other philan- 
thropic organizations, including the 
Kellogg Foundation, believe that there 
is a place on the American and World 
scenes for foundations primarily con- 
cerned with the application of existing 
knowledge so that there may be nar- 
rowed the gap between the creating 
of knowledge and its use for the public 
good. The efforts of the latter group, 
therefore, are primarily along educa- 
tional and communications lines. 


Organization of a Foundation 


The organizational framework of 
foundations varies widely but perhaps 
the W. K. Kelloge Foundation pattern 
of operations is not too far from the 
typical, at least for the larger founda- 
tions. This foundation has six divi- 
sions: Agriculture, Dentistry, Educa- 
tion, Hospitals, Medicine and Public 
Health, Nursing, and a seventh divi- 
sion, Latin American, which imple- 
ments the work of the six aforemen- 
tioned divisions in the continent to 
the south of us. There is a director for 
each division who acts as liaison be- 
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tween the foundation and assisted pro- 
grams and explores other possible 
projects to be aided. Proposals made to 
the Foundation are also reviewed by 
advisory committees made up of emi- 
nent authorities in the particular field 
of each division. Final selection of 
programs to be aided are made by a 
nine-member Board of Trustees and 
the General Director. An average of 
1,300 requests for assistance are re- 
ceived annually and it is necessary to 
decline about 90 percent of these re- 
quests, either because of limited re- 
sources and prior commitments or 
because the proposals do not meet 
long-held criteria or do not fall within 
the Foundation’s fields of current in- 
terest. Geographically the assistance 
during fiscal 1959 was apportioned as 
follows: United States, 82 percent; 
Latin America, 9 percent; Europe, 6 
percent; Canada, 214 percent; and 
Australia, one-half of one percent. 


THE MOTIVES FOR GIVING 


A number of rich men established 
foundations because they believed with 
John Donne that “I am involved with 
mankind.” Some of a religious or phil- 
osophical bent saw themselves as mere 
stewards of money which “rightfully 
belongs to God and His people.” There 
have been other motivations for the 
founding of organizations to serve as 
vehicles of giving: the desire to be 
remembered, vanity, guilt feelings 


whether justified or not, fear or dis- 
like of taxation. 

There have been accusations at of- 
ficial and unofficial levels that “Foun- 
dations are devices for escape from 
taxes.” Yet most of the larger founda- 
tions which commit a preponderance 
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of the funds for philanthropy were 
established a number of years before 
income tax was one percent. So, long 
on the fortunes of the rich. In the year 
before Andrew Carnegie’s death in 
1919, the surtax on corporations 
through the then-six-year-old federal 
income tax was one percent. So, long 
before taxes really became burden- 
some, Mr. Carnegie absolved his Scotch 
Presbyterian conscience by carrying 
out his Gospel of Wealth through the 
purchase of pipe organs for 8,000 
churches, for the building of 3,000 
public libraries, for gifts to 500 uni- 
versities and colleges, and to endow 
the beneficent Carnegie Corporation. 
John D. Rockefeller’s much-publicized 
“desire to be liked” was probably more 
of a factor in his millions of donations 
than were income taxes. In 1930 when 
W. K. Kellogg—undoubtedly influenced 
by the Seventh-Day Adventist direc- 
tion of “Lay up no treasures on this 
earth’—decided to “invest my money 
in people,” income taxes were a mere 
fraction of what they are today. 


The Tax Burden 


Particularly with respect to a few 
of the smaller foundations and some 
formed in the last couple of decades, 
it is probably true that the founders 
were seeking to reduce their taxable 
income or estates through gifts or 
bequests to charitable, educational, and 
other similar causes. As grew the bur- 
den of the federal income tax, of estate 
and gift taxes, so grew the concern of 
many wealthy persons. In their desire 
to keep the great octopus of taxation 
from engulfing their hard-earned mon- 
ey, there was a very human preference 
toward using the money philanthrop- 
ically, to advance a cause toward which 
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they were sympathetic, and ‘“‘to have a 
voice in saying how my money should 
be used.” 


Surveillance 


However, a realistic appraisal of the 
facts of life, including governmental 
regulations, bureaus, and tax policies, 
should make it apparent that there is 
scant possibility that either a founder 
or any of the personnel of a founda- 
tion could gain monetarily from any 
unethical or illegal operations. Foun- 
dations, as tax-exempt organizations, 
are under the surveillance of both 
federal and state governmental agen- 
cies; most of their charters contain 
explicit provisions for the irrevocable 
philanthropic commitment of income 
and capital funds, and numerous foun- 
dations annually give away sums great- 
er than their income for the year. As 
an example of this latter point, the 
W. K. Kellogg Foundation income for 
fiscal 1959 was $6,806,820, while its ex- 
penditures for assisted programs dur- 
ing the same year were $8,147,434, or 
an excess of $1,340,614 of disburse- 
ments over income. 

There have been two Congressional 
investigations of foundations in recent 
years—those of the Cox Committee in 
1952 and of the Reese Committee in 
1953. A number of foundations sub- 
mitted written reports of policies and 
operations, and detailed historical re- 
sumés. Representatives of only two or 
three foundations were subsequently 
asked for oral testimony in committee 
hearings but the great preponderance 
of foundations were not even men- 
tioned in these sessions. Subsequent to 
both hearings, a considerable majority 
of the newspapers of the nation voiced 
the belief that foundations emerged 
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from the investigations with ‘a re- 
markably clean bill of health.” 

Definitely abated are the fears once 
held by economists concerning the 
power of wealth concentrated in foun- 
dations and the indefinite continuance 
of the wishes of their founders. Re- 
ligious, philanthropic and educational 
endowments in the United States rep- 
resent less than one percent of the 
national wealth; a score of life insur- 
ance companies have larger resources 
than any foundation; a hundred banks 
have incomes greater than the total 
new endowments of foundations any 
year. “The imposition of the dead 
hand” is prevented and desirable free- 
dom assured by such precautions as 
Carnegie’s which provided that the 
Carnegie Corporation income could, at 
the discretion of the trustees, be ex- 
pended for purposes other than those 
he specified, and by legislative provi- 
sions in foundation acts of incorpora- 
tion or charters that may be altered 
or repealed through due process. 


FREEDOM AND RESPONSIBILITIES 


Foundations are relatively free of 
the pressures of conformity and tradi- 
tion and may be uniquely selective with 
respect to the aid they extend. They 
have to observe no rules of geographi- 
cal distribution nor any sort of mathe- 
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matical yardstick. Virtually the sole 
criterion for their assistance is the in- 
trinsic merit of a program: will aid 
to this particular project bring the 
maximum social return? A foundation 
may even do the unpopular thing if 
that seems essential to the public wel- 
fare. 

Under such wide latitude, founda- 
tions in the last quarter century have 
won a wide measure of public approval. 
Such approval, while gratifying, brings 
with it certain responsibilities. In pro- 
viding their special philanthropic serv- 
ice to the public, the private founda- 
tions must, first of all, demonstrate 
wise stewardship of the funds entrusted 
to their care and philanthropic invest- 
ment. This will continue to require the 
recruitment of community and profes- 
sional leaders as members of their 
governing boards. Topnotch staffs and 
capable advisory committees must be 
in touch with authorities in every field 
so that the foundations’ public service 
objectives may be attained. And in line 
with the “full disclosure” policy dem- 
onstrated by the recent annual reports 
of particularly the larger foundations, 
the private foundation must be ever 
conscious of its obligation to take the 
public into its confidence and periodi- 
cally to render an account of steward- 
ship of resources which have been 
committed to it. 





For a British editorial comment on American philanthropy, see “Wholly 
American,” p. 57. 
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Mutual Funds 


as an Investment 


Within the past decade the investing 
of savings in the shares of investment 
companies has shown a tremendous in- 
crease. For example, from 1950 
through 1958 mutual funds have 
shown an increase in net assets of ap- 
proximately 425 percent. Between 1955 
and 1959 they doubled in size. With 
this increasing popularity arises the 
question: do purchasers of shares of 
investment companies realize what 
they are acquiring? Undoubtedly many 
or most do have a fairly adequate idea, 
but are they buying that type of fund 
best suited to their investment require- 
ments? 

For purposes of identification, in- 
vestment companies may be separated 
into open-end or mutual funds, and 
closed-end investment companies. At 
the present time there are listed by the 
National Association of Security Deal- 
ers about 190 funds which stand ready 
to issue new shares or redeem out- 


The thoughtful investor and the vari- 
ous objectives of different types of funds 


standing shares at their net asset 
value, usually plus a sales commission 
or, for a few, minus a redemption fee. 
This type of investment company is 
known as the open-end or mutual fund. 

On the other hand, about 40 com- 
panies, most of which are listed on the 
New York Stock Exchange, do not 
issue new shares regularly. They are 
the closed-end investment companies. 
Since new shares are not available, 
their growth, in part, depends on 
fluctuations in market price. Because 
of this and other factors that may be 
present, statistical comparisons be- 
tween the two types of funds are 
rather unreal. This article will discuss 
only mutual funds. 

In considering mutual funds the in- 
vestor must realize that he does not 
have, through this medium, an easy 
solution to his investment problems. 
Even though he may feel that the pur- 
chase of the shares of any available 
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fund will solve the question, actually 
study or competent advice is necessary. 
The funds have been created for a 
number of varying purposes. The re- 
sults of their operation vary widely. 
Their security portfolios differ in ac- 
cordance with the purpose and policy 
adopted by their management. In fact, 
a study of the existing funds will soon 
convince the investor that there does 
not exist a fund that will give him 
above average capital gains, outstand- 
ing income from his investment, and 
safety all at the same time. Just as an 
investor must diversify a personal 
portfolio of securities in order to ob- 
tain certain results, so he must diver- 
sify his mutual fund holdings. 


CLASSIFICATION 


Various authors have classified mu- 
tual funds in a number of different 
ways. One useful method is as follows: 


Common Stock Funds 


Under this heading are comprised 
funds that maintain a portfolio con- 
taining only common stocks. An occa- 
sional deviation takes place when a 
limited amount may be invested in 
United States Governments. The in- 
vestor in this type of mutual fund may 
anticipate a steady increase in the net 
asset value of his shares over a period 
of years. For the past decade an in- 
crease of over 100 percent could have 
been expected. Market recessions will 
result in a large percentage decrease in 
the value of the shares, offset by rapid 
and large percentage increases with 
recoveries. An outstanding fund should 
end each recovery at a higher point 
than before the drop. The rate of re- 
turn on the fund will be relatively low. 
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General Funds 


While a portion of the portfolio of 
this type of fund may be in bonds 
and/or preferred stocks, the primary 
investment is in common stocks. Such 
a policy should result in more con- 
trolled cyclical swings, a higher rate 
of return and greater price stability. 
On the other hand, the investor will 
find that the percentage increase in the 
net asset value of his shares will be at 
a slower rate and never reach the 
heights of the common stock fund. 


Balanced Funds 


The primary stress is on safety. 
These are conservative funds, whose 
policy is to maintain a predetermined 
relationship among the bonds, pre- 
ferred stocks and common stocks in 
their portfolio. The investor should 
anticipate, in addition to price stability, 
an adequate rate of return on his in- 
vestment, but an extremely slow and 
lesser increase in the net asset value of 
his shares. This type of fund has 
proved to be very popular with mutual 
fund investors. Of the three largest 
funds, two are balanced, having a total 
investment, as of June 30, 1959, of 
$2,348,113,969. 


Income Funds 


The intent of this type of fund is to 
produce a high rate of return on the 
investment. With stress on return, the 
growth in net asset value may be 
slight. Also high return normally is 
connected ‘with decreased price sta- 
bility. This means that the purchaser 
can expect extreme decreases in net 
asset values during recessions and 
rather slow recoveries. 
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Specialized Funds 


The portfolios of these funds are lim- 
ited to securities of firms in certain 
areas of production. The purchaser 
must be convinced that a certain pro- 
duction area will have greater growth 
over the years to come than will other 
areas. Funds have been created for 
almost all the production areas, but 
many of them interpret their area so 
broadly that the fund becomes almost 
a general one. Television - Electronics, 
for example, has in its portfolio secur- 
ities of business machine firms, steel 
companies, industrial equipment manu- 
facturers, producers of aircraft, chem- 
icals, ete. 


PERFORMANCE 


To show the application of the above 
facts, Table 1 brings out the per- 
centage increase in net assets for the 
eight years between 1950 and 1959 for 
35 selected mutual funds. (Included 
are the 20 largest funds regardless of 
type. The remaining 15 include the 
five largest no-load funds—those that 
charge no sales commission—and a 
number of smaller ones that have done 
well in their particular area. All of the 
funds listed were in operation for the 
entire eight years). The percentages 
shown give the investor an oppor- 
tunity to compare the growth of one 
fund with that of the others. While 
past growth is not an absolutely accu- 
rate guide to the future of a fund, it 
can be of assistance in arriving at a 
choice among them. The best per- 
formances, of course, in a period of 
rising prices, should be made by the 
common stock funds. The averages of 
the performance by the three primary 
types of funds are: 
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Common Stock Funds 118.7 percent increase 
General Funds ...... 98.9 percent increase 
Balanced Funds ..... 46.1 percent increase 


Price Stability 


In addition to. this measurement of 
growth, a column is provided meas- 
uring the price stability of the various 
funds. It shows the percentage de- 
crease as measured from the highest 
net asset value in 1957 to the lowest 
net asset value for that year. All are 
negative figures or decreases in net 
asset value: the lower the percentage, 
the better the performance. As has 
already been stated above, more sta- 
bility could be expected from balanced 
funds than from common stock funds. 
The average of the decreases sub- 
stantiates this point. 


Common Stock Funds 
General Funds .... 
Balanced Funds 


33.9 percent decrease 
. 24.4 percent decrease 
. 17.9 percent decrease 


Recuperative Strength 


Finally, a column is provided meas- 
uring the recuperative strength of the 
various funds. As this column shows 
the ability of a fund to overcome re- 
cession losses, the percentages are of 
significance. The most impressive re- 
bounds, of course, should be expected 
by the common stock funds. The aver- 
ages show this to be true. 


Common Stock Funds. 36.7 percent increase 
General funds ....... 31.4 percent increase 
Balanced Funds ..... 21.4 percent increase 


At this point it should be added that 
several of the funds established since 
1950 have shown excellent results as 
far as recovery is concerned. The fol- 
lowing are cited as examples, to show 
the possibility of flexibility in the 
newer and smaller funds. 





TABLE 1 
CLASSIFICATION AND PERFORMANCE OF SELECTED MUTUAL FUNDS 


(1950-1958) 

Size of 

Fund (in 

Millions) 
Common Stock Funds 
Drepros Hand: .......... 106 icucosetsesscees 65.1 
CE 2 OEE ee ee 396.7 
Financial Industria] Fund ............... 136.0 
Fundamental Investors .................. 581.2 
incorporated Investors ...............65. 326.6 
investors Stock Fund ........ ......50.65. 506.0 
Mass. Investors Growth Stock Fund Seer aoe 273.4 
Mass. Investors Trust ................... 1,539.8 
National Investors Corp. ... 115.6 
National Securities: Growth Stock Series 61.2 
National Securities: Stock Series .... 187.5 
Scudder, Stevens & Clark Com. Stk. Fund .. 80.3 
General Funds 
Agfilinted Mund .........5.. 00500 c cess ecwes 560.1 
American Mutual Fund .................. 112.3 
Broad Street Investing Corp. ... 155.7 
MDL AVRE NAN SPIRES 5c 55. 6:l5.8 0: 6 ord arcane Ga rat BY 
Eaton & Howard Stock Fund ............ 153.8 
Investment Co. of America .. 152.6 
Pane temeet Fam. ..... |. 6 cc bok bese tae wn 18.1 
T. Rowe Price Growth Stk. Fund 22.5 
United Accumulated Fund ................ 297.7 
Balanced Funds 
ETS TLL O° U1 AE a te eee 206.0 
Eaton & Howard Balanced Fund ......... . 200.1 
Gnvestors Mutual ine. ........6.....406.. 1,393.5 
Loomis-Sayles Mutual Fund . 74.6 
George Puinam Fund .................. 195.0 
Scudder, Stevens & Clark Fund ee 81.8 
ESET STO cee oc) cr 954.6 
Income Funds 
Keystone Custodian Fund-K1 . 60.8 
National Securities—Income Series 76.5 
United Income Fund 233.0 
Specialized Funds 
Oo 0 247.8 
Group Securities: Aviation ............... 3.3 
Television-Electronics Fund .............. 297.2 
United Science Fund ..............5...... 101.4 


Average performance of ten largest funds .. 


SOURCE: 


Percent 
of Bonds, 
Preferred 

Stocks 
December 
31, 1958 


co 
—) 


r for) ¢ 
Nowooconwe 
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12.44 
19.33 
12.10 
15.49 
10.48 
15.80 
15.99 
22.30 
13.75 


32.10 
32.70 
35.05 
39.30 
36.80 
31.40 
35.86 


54.40 
27.70 
7.01 


2.90 
0 
8.10 
5.86 


Increase 
in Net 
Assets 

From 1950 

to 1959 


156.1% 
106.4 
75.3 
106.5 
100.6 
119.8 
140.6 
140.5 
119.4 
174.6 
65.9 
118.4 


61.4 
66.7 
78.5 
75.9 
130.5 
87.2 
85.6 
180.1 
114.2 


49.3 
50.6 
50.2 
31.8 
55.1 
40.2 
45.8 


3.9 
35.2 
92.9 


111.2 
188.0 
121.4 
137.3 


96.7% 


Computed from annual reports of the funds and quotations from the Wall Street Journal 





Stability Recuper- 
From ative 

High to Strength 

low in From low 

1957 in 1957 

to Dec. 

31, 1958 

26.2% 48.6% 
31.1 40.8 
39.5 19.1 
31.4 36.6 
44.0 40.0 
29.6 30.3 
36.1 41.9 
28.9 39.9 
33.1 39.9 
38.6 33.4 
45.1 25.7 
23.7 44.0 
17.7 33.7 
30.7 24.4 
14.5 33.6 
26.3 27.2 
26.7 34.0 
30.7 37.9 
19.8 35.6 
19.4 33.8 
33.8 22.1 
16.5 20.9 
13.6 21.5 
17.8 11.3 
19.7 18.8 
21.6 27.6 
17.3 28.0 
19.2 21.9 
18.2 4.7 
33.4 26.8 
28.7 23.4 
29.6 38.5 
67.8 39.5 
35.7 34.3 
82.7 28.5 

28.9% 30.1% 
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de Vegh Investing Company 

(established 1958) ...41 percent increase 
Diversified Growth Stock Fund 

(established -1952) ...39 percent increase 


Electronics Investment Fund 

(established 1955) ...41 percent increase 
Penn Square Mutual Fund 

(established 1957) ...43 percent increase 
In spite of their recent performance, 
these funds have not been included be- 
cause of their shorter life. Most of the 
funds in the study were established in 
the late Twenties or in the Thirties, and 
have weathered several dips and recov- 
eries previous to that in 1957. 


RETURN ON INVESTMENT 


Table 2 continues the study of the 
performance of the funds being used 
as illustrations of what an investor 
may expect if he purchases the shares 
of mutual funds. This table brings out 
the percent of return on the investment 
in terms of income and capital gains, 
and the percent of expense incurred by 
each fund. 

As funds registered under the Regu- 
lated Investment Company Act of 1940, 
the listed funds must regularly dis- 
tribute at least 90 percent of their in- 
vestment income to shareholders. 
Their annual dividends approximate 
their net income after fund expenses. 
The table shows the average percent of 
dividends paid during the years of 
1956, 1957 and 1958 based on the net 
asset value of the fund at the end of 
the year. 


Rate of Return 


The purpose of income funds is to 
provide a high rate of return on invest- 
ment; hence the income fund should 
show the best results in this respect. 
The averages for the various groups 
follow: 
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2.91 percent return 
. 3.27 percent return 
. 3.45 percent return 
4.91 percent return 


Common Stock Funds. . 
General Funds .. 
Balanced Funds 
Income Funds 


The above figures provide evidence to 
an investor that he cannot expect 
growth and income from the same 
source. Common stock funds, which 
show an average growth of 118.7 per- 
cent, produce a return of less than 
three percent. On the other hand, in- 
come funds, which have a very low 
average growth of only 44 percent, 
have an investment income return of 
almost five percent. Certain funds are 
far ahead of the average. The Value 
Line Income Fund, established in 1952, 
has an average dividend record for 
1956, 1957 and 1958 of 6.94 percent. 
This fund is closely followed by the In- 
come Fund of Boston, established in 
1954, which has produced an average 
return of 6.16 percent. 


Income and Capital Gains 


The dividends of mutual funds must 
be separated into two categories: divi- 
dends from income and capital gain 
dividends. All of the funds make this 
distinction. Under federal income tax 
regulations the two types of dividends 
are taxed in a different manner. Those 
from income are the same as any cor- 
porate dividend. As a result, the in- 
vestor may take advantage of the 
dividend exclusion of $50 and the four 
percent dividend credit. Capital gain 
dividends are considered to be a dis- 
tribution of profits resulting from the 
sale of assets. As the securities sold 
have generally been in the portfolio of 
the fund for a period in excess of six 
months, the dividend is taxable as a 
long-term capital gain. This means 





TABLE 2 


ANALYSES OF RETURNS 
Maximum Average 
Sales Dividends 


Commission 


Common Stock Funds 


US oS 0 a a amir Raye cre 8.00% 2.18% 
Pidelity Fund ............ Boe paieinat “AEDe 3.58 
Financial Industrial Fund ... 8.45 3.44 
Fundamental Investors ....... ae . “Bid 3.20 
Incorporated Investors Ranehes 7.50 21 
Investors Stock Fund ’ 7.50 3.09 
Mass. Investors Growth Stock Fund . ere 1.99 
Mass. Investors Trust ..... 7.50 3.32 
National Investors Corp. . 7.50 2.51 
National Securities: Growth Stock Series 8.50 2.35 
National Securities: Stock Series 8.50 3.79 
Seudder, Stevens & Clark Com. Stk. Fund None 217 
General Funds 

PRTANBTCE HUNG 6 2. ccs veh oes eg eRe 7.50 3.78 
American Mutual Fund Snore re S212 
Broad Street Investing Corp. _— 7.50 3.94 
DDIWARENUNSDBTRS: oo. cca os esd anes 8.67 3.53 
Eaton & Howard Stock Fund 6.00 2.65 
Investment Co. of America . 8.50 2.87 
Pine: Street Pund ............. tee ee: 1.00 3.84 
T. Rowe Price Growth Stk. Fund None 222 
United Accumulated Fund . 8.50 3.43 
Balanced Funds 

Boston Fund .......... ee eee ee 3.25 
Eaton & Howard Balanced Fund 6.00 3.18 
Investors Mutual, Inc. ee ee 7.50 3.98 
Loomis-Sayles Mutual Fund None 3.24 
George Putnam Fund : 8.00 3.49 
Scudder, Stevens & Clark Fund None 3.19 
WVOEIUNP LON BANG. 5 eo ee aw edi 8.00 3.82 
Income Funds 

Keystone Custodian Fund-K1 = . 8.80 5.53 
National Securities—Income Series 8.50 5.25 
United Income Fund ..... ye ieee 8.00 8.95 


Specialized Funds 
Chemical Fund ..... ee eee 2.38 


Group Securities: Aviation ................ 8.50 3.24. 
Television-Electronics Fund .............. 8.25 3.08 
Wmited Science: Mund: 2... «css ee cosae es 8.50 2.32 
Average performance of ten largest funds 3.42% 


Average 
Capital 
Gains 
(1956-1958) 


4.14% 
3.29 
2:99 
2.75 
4.95 
1.45 
2.68 
1.30 
4.90 
3.17 
3.86 
2.37 


4.27 
8.05 
3.24 
3.68 
1.47 
5.98 


4.53 


3.46 
1.94 
4.69 
3.72 


3.06% 


SOURCE: Computed from annual reports of the funds, and quotations from the Wall Street Journal 





Average Ex- 
penses Based 
on Income 
(1956-1958) 


27.0% 
13.8 
20.9 
16.8 
st 
15.1 
20.6 
5.6 
11.6 
31.1 
14.9 


21.7 


11.1 
20.6 
7.5 
13.8 
19.1 
20.3 
12 
28.6 
N.A. 


19.1 
21.6 
18.7 
N.A. 


13.510; 
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that only one-half of the amount re- 
ceived is taxable, a significant saving 
in comparison with the tax on divi- 
dends from income. 

For protection of his capital invest- 
ment the investor should differentiate 
capital gains from investment income. 
Capital gain dividends represent a 
partial return of the increase in the net 
assets of the fund or a return of the 
invested capital of the purchaser of 
shares of the fund. A fund has two 
types of gains. Unrealized ones result 
from the increase in the asset value of 
the portfolio. Realized gains arise 
from the sale of a portion of the securi- 
ties in the portfolio. 


Objective and Dividend Use 


Being distributions of capital, real- 
ized profits force upon the investor a 
choice whether to reinvest the capital 
gains in the same fund or to put them 
in another fund or in some other in- 
vestment media. The use of the divi- 
dend as if it were income would dis- 
sipate his capital. The final use of the 
dividend should depend upon the in- 
vestment objectives of the individual. 
That is, if the fund declaring the cap- 
ital gain dividend has been success- 
ful in attaining its objective, the divi- 
dend may be reinvested. On the other 
hand, if the investor has shifted his 
objectives, if he desires greater diver- 
sification, or if the fund is lagging, the 
dividend should be invested in another 
fund or type of investment. 


Sales Commission 


The final consideration in this por- 
tion of the study deals with expenses 
incurred by the investors and by the 
funds. The first cost that the investor 
will encounter is the sales commission 
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in connection with the purchase of 
shares. As brought out in Table 2, 
this charge ranges from 8.67 per cent 
to zero. The latter is the case with the 
no-load funds, which have been spon- 
sored by a number of old and repu- 
table investment advisory firms. 
Among these are Scudder, Stevens and 
Clark of Boston, T. Rowe Price of 
Baltimore, J. L. Hain & Company of 
Reading and Wood, Struthers & Com- 
pany of New York. While a few of the 
load funds have been created by in- 
vestment advisory firms, most of them 
are sponsored by research corpora- 
tions set up for this purpose, or have 
their own governing boards of trustees. 
In the daily mutual fund price quota- 
tions a bid price and an ask price are 
given. The bid price is the one that the 
fund stands ready to pay shareholders 
or the liquidation value of the shares. 
The ask price is the bid price plus the 
sales commission. The sales commis- 
sion represents an additional cost in- 
curred by the investor, and due to its 
size on small purchases may become an 
important factor in certain cases. Of 
the total commission, one to three per- 
cent goes to the underwriter or sponsor 
of the fund. The balance represents 
the discount allowed the security 
dealer, or his commission on the sale. 
While the maximum sales charge is 
heavy on small purchases, it is scaled 
down on larger ones. As most mutual 
funds do not have a liquidation charge, 
the sales commission is only slightly 
greater than the brokerage charges on 
the purchase and sale of securities. 


Computing the Commission 


One factor to be considered in con- 
nection with the load charge is the 
method of computing the commission. 
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In most cases the funds base the load 
charge on the ask price, which is the 
bid price plus the sales commission. 
This would mean that the percent of 
commission quoted by the fund differs 
from the percent of commission 
based on the net asset value of the 
shares. This is the result of an ac- 
counting technique; it is a matter of 
which figure should be considered to 
be the base—the bid price or the ask 
price. To illustrate: a fund which has 
a quoted load charge of 8 percent has 
a bid price (net asset value) on a cer- 
tain day of $14.49. The ask price would 
be: $14.49 — 92% = $15.75, based on 
the following accounting concept: 





Sales (ask price) ........ $15.75 100% 
Cost (bid: price) ......... 14.49 92% 
Margin (load charge) ....$ 1.26 8% 


On the other hand, the investor could 
say that his redemption value or the 
value of the assets behind each of his 
shares is only $14.49. Consequently, 
if he pays a load charge of $1.26, he is 
paying a commission rate of 


$1.26 — $14.49 = 8.69% 


Both are correct. It is strictly a mat- 
ter of the figure which you believe to 
be of greater significance—the net 
asset value or the sales figure. 


Dividend Shares 


A final consideration is the variation 
in the practice of funds in connection 
with shares issued in lieu of cash divi- 
dends or capital gain dividends. By 
agreement, funds will issue shares 
rather than pay the dividend in cash. 
The general practice of the funds is to 
issue these shares at the ask price, the 
load charge being split as on the orig- 
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inal sale. As it seems as if there is 
little justification for this practice, the 
security dealer having completed his 
service with the sale of the original 
shares, a number of funds now issue 
these dividend shares at the bid price. 
In addition to the no-load funds the 
following are among those which have 
adopted this policy: American Mutual 
Fund, Dreyfus Fund, Financial Indus- 
trial Fund, Group Securities, Invest- 
ment Company of America, Investors 
Mutual and Stock Funds, Pine Street 
Fund, George Putnam Fund, United 
Funds, Wellington Fund, and Tele- 
vision-Electronics Fund. 


Management Fee 


The second and most important ex- 
pense is the management fee: what 
the sponsor receives for his services 
to the fund. This fee is generally 14 of 
1 percent of the average net assets for 
a given period of time. A few funds 
have a lower charge. While the man- 
agement fee may vary in certain de- 
tails, the following represents the basic 
fee of a number of funds: 

Vg of 1 percent quarterly on average 
net assets: Dreyfus Fund, Financial 
Industrial Fund, Investors Mutual 
Fund, T. Rowe Price Growth Stock 
Fund, and Television-Electronics Fund. 

4, of 1 percent quarterly on aver- 
age net assets: Massachusetts Inves- 
tors Growth Stock Fund. 

14 of 1 percent annually: Funda- 
mental Investors; National Securities; 
Scudder, Stevens & Clark and Penn 
Square Mutual Fund. 

Variable rate (decreases with in- 
crease in size of fund): Fidelity Fund, 
Keystone Funds, Pine Street Fund, 
Chemical Fund, Broad Street Investing 
Corporation, National Investors Cor- 





1960 MUTUAL FUNDS AS AN INVESTMENT 51 


poration, Massachusetts Investors 
Trust, and United Funds. 

In return for this fee the sponsor 
generally supervises the fund, provides 
the necessary research service, office 
space and clerical help. Considering the 
funds in general, the charge averages 
about 60 percent of the total expenses. 
The other expense items may vary. 
Generally they are trustees’ or direc- 
tors’ fees, taxes and custodian fees. 
The latter represents a necessary cost 
for the physical protection of the 
security portfolio. 

What does the above mean? If a 
fund, for example, has an expense ratio 
of 21 percent, it means that twenty- 
one cents of every dollar of income 
from interest and dividends is being 
used for operating purposes. Further, 
if the management fee is 65 percent of 
the expenses, then fourteen cents of 
every dollar of income goes to the 
group sponsoring the fund. Most of the 
groups sponsor more than one fund. In 
these cases the office expenses and re- 
search costs can be spread among the 
funds, leaving the balance for the 
sponsoring organization. 


Quid Pro Quo 


There has been some criticism of the 
amount of this management fee. From 
the point of view of the investor the 
equity or inequity of the fee becomes 
a matter of what he receives. The 
more successful funds expend time and 
money for investigation and research 
before adding a block of stock to their 
portfolio. The supervision of the port- 
folio requires additional expenditures 
of time and cash. Only in this way can 
the investor be assured of the continu- 
ing success of the fund. Many times, 


after the outlay of large sums of cash 
for investigation, the fund managers 
may decide that a given security 
should not be purchased. The safety 
desired by the investor is thereby as- 
sured. These are the costs that must 
be incurred if the investor is to receive 
a fair return on his investment and the 
net asset growth or the safety that he 
may desire. 

Finally, there is a hidden cost that 
should not be overlooked. Many of the 
sponsoring firms have a_ brokerage 
office which acts for the fund at the 
usual charge. As this fee is added to 
the cost of the securities or deducted 
from the selling price in computing 
capital gains, it will never appear in 
any of the fund statements. On the 
other hand, it should be considered, 
along with the underwriting commis- 
sion and the management fee, in 
arriving at the total income accruing 
to the sponsor from the sale of fund 
shares and the managing of the fund. 


TRADING PROFITS 


Lack of time and knowledge often 
prevents the small investor from de- 
riving the benefits from special trading 
situations. The mutual funds are more 
or less regularly shifting their port- 
folios. This is done in order to show 
better results from operations both as 
to capital gains (trading profits) and 
as to increases in net assets. While 
most of the funds in one year or an- 
other may individually show large cap- 
ital gains, a number of them have 
consistently produced trading profits 
during the past five years. A number 
of them have announced that this is 
their present policy. 

In order to assure himself of consist- 
ent trading profits an investor would 
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TABLE 3 
CAPITAL GAIN DIVIDENDS 

Average 1959 1958 1957 1956 1955 
Ca (2 2 1: i rae a ne ae Re 10.90% 12.72% 3.385% 14.94% 17.77% 65.72% 
CSE O 0 oc ee anne Eee 9.76 7.31 0.00 14.93 8.64 17.95 
de Vegh Mutual Fund .. 9.27 11.86 4.60 6.83 11.16 11.91 
CCS 2315s ae Sn ee 8.89 Tee 8.85 9.04 10.18 9.19 
American Moitual Pind ............. 6.60000 7.85 6.82 4.95 10.21 9.00 8.30 
Keystone S-2 ... .. 5. ose cus 6.90 9.21 6.77 8.57 5.56 4.40 
Investment Company of America 6.53 7.01 3.60 6.59 7.74 7.74 
ES 3 i hn rr ea rr 5.49 6.51 4.74 5.67 5.75 4.81 
Minnesota Fund .......... 4.97 7.01 4.03 4.14 4.75 4.93 
Pine Street Fund ........... 4.75 5.88 2.83 2.99 7.77 4.31 
Loomis-Sayles Mutual Fund 4.73 5.04 4.28 6.02 5.41 2.92 
Affiliated Fund ............. See 4.49 4.81 2.88 4.73 5.21 4.84 
T. Rowe Price Growth Stock Fund 4.47 3.69 4.25 4.51 4.90 5.02 
National Investors Corp. .. 4.59 2.23 5.06 4.06 5.58 6.01 
Incorporated Investors . 4.37 5.63 2.78 6.42 5.66 1.36 
Television-Electronics Fund 4.34 3.84 4.32 5.37 4.28 3.88 
Boston Mund ............. 4.06 3.27 3.36 6.12 5.31 2.25 
RRA MN coe end si odernra aerate 4.02 4.77 4.20 4.47 2.80 3.85 
Growth Industry Shares 4.01 4.71 3.43 5.51 4.46 1.97 


SOURCE: 


have to devote time each day to market 
reports and the analysis of situations 
that he might discover. Lacking this 
time he can accomplish at least a part 
of his objective through the purchase 
of shares of funds regularly engaged 
in trading operations. The fund selects 
and supervises the portfolio, relieving 
the investor of the responsibility of 
what and when to buy and sell. While 
the ‘mutual fund may appear at first 
to be a rather costly means of obtain- 
ing these capital gains, the cost may 
well be less than the losses that could 
be incurred by an unskilled investor. 

As previously mentioned, certain 
mutual funds during the past few 
years have consistently produced 
greater capital gains than others. A 
number of these funds are listed in 
Table 3. In purchasing these funds the 
investor should understand their pur- 
pose. The portfolios should be scruti- 


Computed from annual reports of the funds, and quotations from the Wall Street Journal 


nized, and inquiry should be made 
about the nature of the fund. For ex- 
ample, the portfolios of the Keystone 
S-3 and S-4 Funds consist largely of 
volatile, speculative or semi-specula- 
tive common stocks. At the other ex- 
treme are the deVegh Mutual Fund, 
the Boston Fund, the Loomis-Sayles 
Mutual Fund and the T. Rowe Price 
Growth Stock Fund, whose portfolios 
contain mostly high grade securities, 
including preferred stocks and corpo- 
rate bonds. Others, such as the Pine 
Street Fund and the Television-Elec- 
tronics Fund, have portfolios made up 
of both high grade and semi-specula- 
tive stocks and bonds. 


PERFORMANCE DURING 1959 


According to the reports released by 
the National Association of Invest- 
ment Companies, the total net assets 
of all mutual funds in 1959 increased 
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by almost $2 billion. This represents 
an increase of only about 2 percent 
over the net asset value in 1958. The 
slowdown in growth was caused by a 
decided increase in redemptions that 
took place during the year. 

As the funds must live in the mar- 
ket, certain facts regarding a highly 
unpredictable market should be con- 
sidered. In the first place, certain of 
the funds studied did better than the 
market averages. During the year the 
Dow-Jones Industrial Average rose 
16.4 percent. Four of the funds showed 
percentage increase in net assets above 
this figure (Table 4). But ten of the 
funds showed better results than the 
Dow-Jones 65 Stock Average, which 
rose about 8 percent. The latter aver- 
age is more comparable, as it has the 
breadth and diversification sought by 
the funds. 


The Factor of Flexibility 


The market was also selective and 
volatile. A fund manager was unable 
to buy just any security and show 
results. Funds heavy with oils fared 
badly. As well illustrated by the 
specialized funds, those stressing elec- 
tronics, chemicals and missiles were 
strong. The smaller and more flexible 
funds showed their advantage in this 
respect once again. Some of the 
giants, which must buy and sell in ex- 
tremely large lots, were unable to alter 
their portfolio with the success at- 
tained by the smaller funds. Many 
writers feel that flexibility will again 
be of importance in 1960. 

Table 4 also shows the poor perform- 
ance of the balanced funds. During 
1959 the bond market steadily dropped. 
The result of this decline affected not 


only the balanced funds but also the 
generai funds, though to a lesser ex- 
tent. While all funds have reflected the 
decrease in the stock market during 
the early months of 1960, the steady- 
ing of bond prices has made the drop 
less spectacular in the case of general 
and balanced funds than in the case of 
common stock funds. 


The Factor of Capital Gains 


The number and size of the capital 
gain dividends during 1959 is an addi- 
tional factor of importance. With few 
exceptions, the realized gains distrib- 
uted by the funds were in excess of 
three percent. California Fund, Con- 
cord Fund, Corporate Leaders and 
Group Securities — Aviation declared 
capital gain dividends ranging from 12 
to 16 percent. By classes, the average 
capital gain dividends of the funds 
studied were as follows: 


Common Stock Funds ........ 2.90 percent 
General Funds .............. 4.09 percent 
Balanced Funds ............. 3.54 percent 
Income Funds .............. 3.08 percent 
Specialized Funds ........... 6.47 percent 


All Funds Studied .......... 3.76 percent 


As is explained above, a capital gain 
dividend is the distribution of a por- 
tion of the net asset increase of a fund. 


| To obtain the true performance of a 


fund in any given year, the capital 
gains should be added to the unrealized 
increase in net assets. A column show- 
ing these results has been provided in 
Table 4. This gives the complete pic- 
ture of what the management of a fund 
attained in 1959. For example, while 
the holders of shares in the Scudder, 
Stevens and Clark Fund saw the net 
asset value of the fund decrease by 





TABLE 4 
PERFORMANCE FOR 1959 


Increase 
(decrease) 
in Net 
Assets 
Common Stock Funds 
LS COE OFC a ee ea 20.12% 
NmCRNEA OIINED 2 CS Sh hid Oh RN, 4.34 
Financial Industrial Fund ................. 9.95 
Fundamental Investors ................... 5.80 
Incorporated Investors .................. 4.33 
Envestors Stock Wund ..................6:- 8.53 
Mass. Investors Growth Stock Fund ........ 11.11 
Mass, Investors Trast .............6.s6000. 4,42 
National Investors Corp. .................. 13.16 
National Securities: Growth Stock ‘Series wos ED 
National Securities: Stock Series .......... 3.36 
Scudder, Stevens & Clark Com. Stk. Fund 5.31 
General Funds 
PATS LE OC a a cr 4.61 
American Mutual Fund ................... 1.31 
Broad Street Investing Corp. .............. 2.01 
ec) 0 
Eaton & Howard Stock Fund ......... 2... 6.08 
Investment Co. of America ................ 4.09 
Pame erreet TUNG... ck chs sk cess cee (1.85) 
T. Rowe Price Growth Stk. Fund ......... 11.44 
United Accumulative Fund ................ 9.21 
Balanced Funds 
LEDS) Ce 011 1 UAE OS ne a ce (0.56) 
Eaton & Howard Balanced Fund ........... (1.51) 
Investors Mutual, Inc. ............. coecen JTS 
Loomis-Sayles Mutual Fund ............... (3.48) 
George Putnam Pund .... 2... 05.5 .4sesce ss 5.07 
Scudder, Stevens & Clark Fund ............ (0.97) 
WVCMINOTON PWN 2. os 5 5 ak sce sescace aie oi 2.01 
Income Funds 
Keystone Custodian Fund-K1 .............. (1.29) 
National Securities—Income Series een 2.75 
Mnited Ineosmeé FPiihd ..........2.. 6.656.045 2.58 
Specialized Funds 
ENTE Ch 30 TE eh er eee 16.86 
Group Securities: Aviation ................ (13.57) 
Television-Electronics Fund ............... 15.98 
sonited Science Pand .......... 5 csc eaccees 19.04 
Average performance of ten largest funds .. 6.40 


Capital 
Gains 


1.98% 
3.21 
3.37 
2.07 
5.63 
1.81 
2.50 
0.85 
2.23 
2.28 
3.29 
5.65 


4.81 
6.82 
1.85 
3.20 
1.21 
7.01 
5.88 
3.69 
2.34 


3.27 
2.18 
2.23 
5.04 
3.76 
4.85 
3.39 


2.61 
3.15 
3.50 


3.19 
16.14 
3.84 
2.71 
3.02 


Increase 
plus 
Capital 
Gains 


22.10% 
7.55 
13.32 
7.87 
9.96 
10.34 
13.61 
5.27 
15.39 
24.03 
6.65 
10.96 


9.42 
8.13 
3.86 
3.20 
7.24 
11.10 
4.03 
15.13 
11.55 


2.71 
0.67 
6.96 
1.56 
8.83 
3.88 
5.40 


1.32 
5.90 
6.08 


20.05 
2.57 
19.82 
21.75 
9.42 





Dividends 


1.98% 
2.68 
2.42 
2.38 
1.78 
2.24 
1.45 
2.79 
1.79 
1.37 
3.88 
2.26 


2.94 
2.60 
3.40 
2.86 
2.26 
2.34 
3.25 
1.69 
2.89 


2.97 
3.10 
3.48 
3.04 
2.38 
2.92 
3.24 


5.22 
4.57 
3.15 


1.80 
2.47 
2.00 
1.36 
2.64 


SOURCE: Computed from annual reports of the funds, and quotations from the Wall Street Journal 
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about one percent, a capital gain divi- 
dend of 4.85 percent, if reinvested, 
would have left them with an increase 
of 3.88 percent for the year. The last 
figure is a much better criterion of 
what management accomplished than 
either of the other two figures. Making 
use of the percentages in this total 
column, it will be observed that about 
one-half of the funds studied showed 
better results than the Dow-Jones 65 
Stock Average. 


Rate of Yield 


While the dollars in dividends paid 
by listed corporations during 1959 in- 
creased, the yield rates for the funds 
studied decreased. With growth in net 
asset value this must be expected. The 
averages by groups follow: 


Average Percent of 


Dividends 
1956-1958 1959 
Common Stock Funds .. 2.91 2.25 
General Funds ........ 3.27 2.69 
Balanced Funds ....... 3.45 3.02 
Income Funds ......... 4.91 4.31 
Specialized Funds ...... 2.75 1.91 


In fact, of all the funds listed by the 
National Association of Security Deal- 
ers, only two had a dividend rate in 
excess of 5.0 percent. The Value Line 
Income Fund produced a 5.40 percent 
return and Keystone K-1, 5.22 percent. 


EVALUATION 


Mutual funds give the small investor 
an opportunity to obtain diversifica- 
tion and yet invest small amounts at 
any one time. For many investors, 
necessary diversification is out of the 
question. Through the purchase of 
shares in one or more funds, the inves- 
tor is relieved of this problem. At the 
same time he is pursuing his own in- 


vestment objectives. When an investor 
is buying mutual funds, there are cer- 
tain points for him to consider. 


Growth in Net Assets 


Especially in the case of the smaller 
funds, the increase in net assets must 
be studied. A sizeable block of securi- 
ties of one or two highly successful 
growth companies will produce a 
greater increase in the net asset value 
of the smaller fund than of the larger 
fund. When there are only twenty or 
thirty stocks in a fund, a large holding 
of one growth stock will produce a 
higher percentage of increase in the 
net assets than when there are several 
hundred securities in the portfolio. 
The Dreyfus Fund, the T. Rowe Price 
Growth Stock Fund and the National 
Growth Stock series illustrate this 
point. 


Scrutiny for the Long Haul 


The portfolio of a fund should be 
scrutinized carefully prior to purchase. 
A mutual fund is a long-term invest- 
ment. The investor should think in 
terms of five years, ten years, or a life- 
time as far as this type of investment 
is concerned. The primary reason for 
this attitude is the result of what a 
purchaser of a mutual fund can rea- 
sonably expect to obtain — sound in- 
vestment counsel. A successful fund 
automatically passes this along to each 
new purchaser. This is the reason for 
the size of the successful funds. 


Professional Management 


One of the reasons for buying mu- 
tual funds is to secure the professional 
management services that they should 
provide. But the practice of certain 
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funds in filling their portfolios with 
large blocks of high grade investment 
securities is hardly affording buyers 
the service due them. The heavy load- 
ing charge and sizeable management 
fee should reward the purchaser with 
something more than he could have 
obtained by consulting any reputable 
broker. This should not be construed 
to mean that a fund should not have 
any blue chips. A few are needed to 
assist in growth and price stability. 
In fact, some may be in the portfolio 
as a result of the services mentioned 
below. 

There are services which funds can 
and do render to their investors. Many 
of these investors, particularly the 
novices, do not have the time, the 
knowledge, or the inclination to study 
unknown, small companies in order to 
discover future growth possibilities. 
Most of the funds have a research staff 
to look for these potential blue chips, 
thus providing a service of great value 
to the small investor. 

Another possible service, that of 
using mutual funds as a means of ob- 
taining trading profits, has been dis- 
cussed previously. With unsettled 
market conditions and high prices for 
high grade common stocks this phase 
of mutual fund investment may become 
a more important consideration on the 
part of investors. In fact, the capital 
gain figures for 1959 reveal the impor- 
tance of this phase of mutual fund 
ownership. 


Accomplishment and Potential 


In making comparisons in this 
study, stock market averages, for the 
most part, have been avoided. Instead 
a number of fund averages have been 
introduced. While these averages may 
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be of assistance, the best criterion is, 
“What can you do on your own?” If, 
as an investor, you are able to better 
the stock market averages or the fund 
averages, the purchase of mutual fund 
shares should hardly be considered. 
But if you are a novice, if you are un- 
able to obtain any degree of diversifi- 
cation, or if your investments lag be- 
hind the averages, mutual funds may 
assist you. 

Finally, it should be repeated that 
any given mutual fund will never give 
the purchaser all that he desires: large 
capital gains, high income and price 
stability. Diversification of fund pur- 
chases is the only answer, with empha- 
sis on that type of fund giving the in- 
vestment result most desired by the 
investor. An investor must first decide 
what he desires most. Having reached 
this decision, he would first buy that 
type of fund leading to his primary 
goal. But he may find two funds, both 
of which are attractive, or he may have 
a secondary goal. Through the pur- 
chase of shares in more than one fund, 
he attains fund diversification. In this 
way the buyer may protect himself 
against a temporary lag in a given 
fund and, at the same time, gain vary- 
ing investment objectives. 


CONCLUSION 


In closing, it should be understood 
by the reader that this article is a 
study of mutual funds in general and 
not a recommendation to purchase any 
given one. Many small funds and all 
of the more recently established ones 
have, of necessity, been omitted. To 
name a few that have shown better 
than average results, the following also 
might have been included in the study: 
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Aberdeen Fund, Diversified Growth 
Stock Fund, Electronics Investment, 
Founders Mutual Fund, Growth In- 
dustry Shares, Investment Trust of 
Boston, Penn Square Mutual Fund, 
Philadelphia Fund and Putnam Growth 
Fund. A large number of funds have 


not been mentioned because they are 
too small, too highly specialized or 
have done very little in the way of 
growth. It must be remembered that 
study or competent advice is necessary 
prior to the purchase of mutual fund 
shares. 





Wholly _Atmaabaiin 


It is possible to defend the argument that it is more important to design a society 
than to plan and execute a work of art; and for the past century the Americans 


have been so busy building their society to meet their own needs that they might 
excusably have neglected the arts for the practical sciences. 


What is impressive is that they have found time for both. If neither a Bach 
nor a Michelangelo has as yet appeared in Detroit a splendid mass of evidence has 
been assembled to point the way. Not only is the talent visible in ever-increasing 
quantity but the facilities for using it exist as nowhere else. The great founda- 
tions and the universities have led the way; but it is worth noticing—since so 
much is made of the fact that the culture of the United States is based upon a 
materialist society—that no social group in history has been so willing to spend 
money on the arts and sciences as the American rich. 


(from an editorial, the London Times Literary 
Supplement, November 6, 1959. Reprinted 
by permission of the editor). 





HENDRIK ZWARENSTEYN 





The European Common Market 


The Treaty of Rome in 1957 establish- 
ing a European Economic Community 
(part of which will result in the crea- 
tion of a European Common Market) 
has enjoyed increasingly wide atten- 
tion on both sides of the Atlantic Ocean 
and in other parts of the world. It 
therefore seems appropriate to discuss 
a few aspects which are generally over- 
looked in the American writings on the 
subject. Furthermore, it seems fitting, 
in the course of a description of the 
historical development of the European 
effort to arrive at some form of closer 
economic cooperation, to point out some 
common misconceptions. 

The area which makes up the Euro- 
pean Economic Community encom- 
passes the territories of Belgium, 
France, Western Germany, The Neth- 
erlands, Italy, and Luxembourg.: Its 
surface extends over some 449,000 
square miles (compared with 3,022,000 
square miles for the United States). 


An analytical description of the 
European Economic Community in 


its historical and geographical context 


All statistics for the latter exclude Ha- 
waii and Alaska. The total population 
comprises 165 million people (compared 
with 170 million in this country). The 
1,800 miles distance from Amsterdam 
to Palermo requires 814 hours of air 
travel, or 44 hours by train. The pop- 
ulation density averages 379 (com- 
pared with 54 in the United States) : 
it conceals details such as the relative 
density of France (205 per square 
mile) and The Netherlands (870 per 
square mile). Land use is as follows: 
arable land 41 percent (U.S. 25 per- 
cent), meadows 22 percent (U.S. 33 
percent), forests 21 percent (U.S. 32 
percent), other land 16 percent (U.S. 
10 percent), area covered by water not 
given. 

The statement that the area is of 
significant economic importance can 
be easily substantiated. The world 
trade volume amounts to roughly 23 
percent of total world trade ($42.5 
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billion) , compared with a United States 
volume of 17 percent ($29.5 billion) of 
total world trade. 
bined volume of the three small 
Benelux nations—Belgium, The Neth- 
erlands, Luxembourg — amounted to 
approximately 16 percent of world 
trade in the immediate post-World War 
II years.? 

A breakdown of participation in 
world trade of the Common Market 
partners during the year 1957-1958 
shows: Benelux $13 billion, Western 
Germany $14 billion, France $10 bil- 
lion, Italy $5.5 billion. 


THE GOALS 


On March 25, 1957, the Treaty for 
the Inauguration of a European Eco- 
nomic Community (EEC) was signed 
at Rome. This treaty was subsequent- 
ly ratified by the six partners, Belgium, 
France, Western Germany, The Neth- 
erlands, Italy, and Luxembourg. The 
treaty became effective on January 1, 
1958. 

As several of the participating coun- 
tries have overseas territories, these 
territories are admitted as associate 
partners in the Community. Further- 
more, the joining of other countries is 
welcomed.? The European Economic 
Community is founded on the following 
principles: 


1. A Common Market is to be es- 
tablished for all products; this will be 
accomplished by: 


e A customs union (progressive 
elimination of tariffs and quanti- 
tative restrictions on the move- 
ment of goods) ; 


e The introduction of a common 
tariff in relation to non-partici- 
pants; 


In fact, the com-* 
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e A common course of action in 
matters of tariffs and trade, as 
regards countries outside the 
Community ; 


2. Free passage of persons, services 
and capital within the territory encom- 
passed by the EEC; 


3. Harmonization of public regula- 
tions pertaining to: 


@ wages, social security legislation, 
competition ; 


@ agriculture ‘and transportation 
(to bring about a common 
policy) ; 


@ monetary and fiscal policies (to 
develop some degree of co-ordi- 
nation) ; 


4. The establishment of a European 
Investment Bank and a Fund for Pro- 
fessional Training and Promotion of 
Mobility of Workers (so as to cause the 
least possible friction because of ad- 
justments due to migration). 


The European Economic Community 
is to be effectuated in three stages, of 
approximately four years each, with a 
maximum of 15 years’ total allowed in 
case of unforeseen difficulties which 
otherwise might lead to undue hard- 
ships. 

During the first phase a gradual re- 
duction of tariffs will be the main ex- 
ternal aspect of the new venture. 
Gradually the abolition of trade bar- 
riers will gain significance; the third 
stage will be the completion of the 
economic union in all the projected 
aspects. 

From these introductory remarks it 
should be clear that the so-called Com- 
mon Market is only one of several goals 
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of the farther-reaching and more in- 
cisive European Economic Community. 


HISTORY 


Lately, the impression has been 
created that this development toward 
an economic integration is something 
new to Europe. Moreover, this im- 
pression is usually accompanied by the 
assertion (or implication) that Ameri- 
can example and American encourage- 
ment are to a substantial degree the 
moving causes for the European ef- 
forts. This statement can be illus- 
trated by some representative opinions 
of qualified observers. 


@ On May 16, 1958, in an address, 
“The European Common Market,” 
Leonard Rist, Economic Director of 
the World Bank, said, 


The rather bold concepts which underlie what 
we call the “Common Market” are directly 
attributable to the achievements of an Ameri- 
can, Mr. Paul Hoffman. 


e In May, 1959, Thomas D. Cabot, 
President of Godfrey L. Cabot, Inc., 
and chairman of the Subcommittee on 
International Economic Policies of the 
Committee for Economic Development, 
said, with regard to the European 
Common Market: 


Its achievement will clearly be one of the most 
significant accomplishments of the Twentieth 
Century. Behind its striking significance, 
however, is something more. 

This is a great ambition of these Europeans 
to move on, after carving out their own uni- 
fied trading area, to achieve the benefits of 
political and economic unity as the United 
States of America has done... for the Euro- 
pean Common Market (ECM) must be looked 
upon as part of the evolving integration of 
Europe which has been going on since World 
War II. 


e In the January, 1960, issue of 
the Journal of Marketing (pp. 45 et 
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seq.) in an article entitled “European 
Markets and American Business,” the 
authors (Stanley V. Malcuit and Reu- 
ben E. Slesinger) make the following 
statement: 


Through its various aid and assistance pro- 
grams the United States was instrumental in 
generating economic reconstruction in most 
of the free nations of Europe. Soon it became 
apparent that some type of economic union 
on the continent would be essential if these 
nations were to raise their production goals 
significantly. 


Let us now look into history to either 
verify, reject, or amend these sugges- 
tions. I do not propose to go back to 
the Middle Ages, or the days of the 
Hanseatic League, since that might be 
considered as reaching back too far. 
But I should like to suggest that we 
look into the history of Europe in the 
years following the Napoleonic period. 
If we do so we will find that several 
sincere efforts were made (some of 
them more successful than others), to 
strive toward economic cooperation, 
particularly through customs unions. 
Even if only little materialized, the dis- 
cussions were thorough-going and the 
attempts clearly discernible. Let us 
consider several of these attempts. 


The Zollverein. The German Zollverein 
(Custom Union) was formed during 
the years 1819-1822 by the incorpora- 
tion of several small principalities in 
central Germany and operated partic- 
ularly in the Prussian customs district. 
In fact, as a result of the joining of the 
free ports Bremen and Hamburg (in 
1888), this Zollverein was a rather 
successful attempt at closer economic 
cooperation. 

Around the year 1835, a Dutch cabi- 
net minister suggested that Holland 
too join the Zollverein, but because of 
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the refusal by the Dutch cabinet to ac- 


cept the proposal the suggestion never 


materialized. 


The Austrian Proposal. In 1849 Aus- 
tria proposed to unite in a similar 
fashion Belgium, Denmark, Germany, 
Austria, Hungary, Italy, and The 
Netherlands; this attempt, however, 
failed to meet with success. Even 
Austria and Hungary were kept out- 
side the Zollverein, chiefly because of 
Bismarck’s fear that such a move 
—which would bring the Austro- 
Hungarian group into the German 
economic union—would weaken the po- 
litical influence of Prussia. 

As a result of the refusal by Germany 
to admit Austria and Hungary into the 
Zollverein, these countries contented 
themselves with the establishment of 
an Austro-Hungarian Customs Union 
in 1878. Though geographically speak- 
ing this undertaking was on a limited 
scale, it was rather successful, and 
lasted until World War I. 


The Franco-Belgium Customs Union. 
Elsewhere in Europe, negotiations had 
gone on in 1835 for the establishment 
of a Franco-Belgian Customs Union. 
With utter disregard for the fact that 
this proposal failed to meet with suc- 
cess, another suggestion was launched 
in 1879, for the establishment of a 
Southern European Customs Union, to 
comprise France, Belgium, Italy and 
Switzerland. Like its predecessor, this 
one failed to meet with success. 


Accession. Besides these attempts to 
actually establish customs unions as 
the main purpose of the projected 
negotiations, other forms of customs 
unions can be identified: those that 
came about as a result of what might 
be called accession of one country to 
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another country. 
kind are: 


Examples of this 


e@ The attachment of the Principal- 
ity of Monaco to France in 1865, 
a form of economic rapproche- 
ment which still exists; 


e@ The integration of the Principal- 
ity of Liechtenstein with Switzer- 
land in 1924, undoing the 
declaration of 1852 whereby 
Liechtenstein had been declared 
a part of the Austrian customs 
system. 


The Serbo-Bulgarian Customs Union. 
In 1906 a Serbo-Bulgarian Customs 
Union was formed. This Union had as 
its primary goal to effectuate an ex- 
change of the industrial and agricul- 
tural products of the two countries, 
without giving consideration to the 
problem of how to deal with products 
of foreign origin (that is, without 
adopting a uniform customs tariff for 
products from foreign sources). With 
the geographical and political changes 
following World War I this Union 
came to an end. 


The Belgo-Luxembourg Customs 
Union. In 1921 a treaty was concluded 
between Belgium and the Grand Duchy 
of Luxembourg, establishing the Belgo- 
Luxembourg Customs Union. It should 
be noted that Luxembourg had been a 
member of the German Zollverein since 
1842. With the changes following 
World War I a new alliance was sought 
and found. This Belgo-Luxembourg 
Customs Union lasted until the amal- 
gamation into the Benelux Customs 
Union in 1948. 


The Oslo Pact. Concluded among Bel- 
gium, Denmark, The Netherlands, 
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Norway and Sweden, this had the pur- 
pose of arriving at some form of closer 
economic cooperation. It was to be 
followed by further negotiations. 


The Treaty of Ouchy. This was drawn 
up in Switzerland in 1932; it grew out 
of the Oslo Pact but was only signed 
by Belgium, The Netherlands, and 
Luxembourg. The purpose of this 
treaty was a lowering of the tariffs and 
a more liberal regulation of quantita- 
tive import restrictions. 

The Scandinavian countries, how- 
ever, did not enter into the signing of 
the Treaty of Ouchy, presumably be- 
cause of their preponderant trade in- 
terests in England and Germany, com- 
bined with the fact that the latter two 
countries had not indicated their stand 
with regard to the treaty of Ouchy, and 
furthermore because of the most-fa- 
vored-nation clause.° 

This clause provides that if bilateral 
agreements are made with third coun- 
tries, the specific import tariff provi- 
sions will also be available to the most 
favored nation. For instance, if Nor- 
way and England have granted each 
other the position of most favored na- 
tion, then, if Norway were to conclude 
a bilateral trade agreement with The 
Netherlands, allowing The Netherlands 
to export a certain quantity of woolen 
yard goods into Norway at a specially 
low import tariff, this special tariff 
would also apply to shipments of Eng- 
lish woolen yard goods into Norway. 

The original idea behind this prac- 
tice was to prevent partiality and 
promote equality in dealings among 
nations. In practice, however, nations 
avoided entering into treaties of com- 
merce because such treaties usually 
purported to grant the contracting na- 
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tions the status of most favored nation 
and this would vitiate the usually me- 
ticulously set up import tariffs of the 
nations involved. 

Although there would be reason for 
stating that the results of the Treaty 
of Ouchy were paper results rather 
than actual ones, it should be borne in 
mind that this treaty formed the basis 
for further negotiations between the 
governments of Belgium, The Nether- 
lands, and Luxembourg. These nego- 
tiations were continued even during 
the years of World War II, by the gov- 
ernments in exile in London. 


The Benelux Customs Union. After 
World War II (or rather, at the close 
of World War II—the treaty being en- 
tered into in 1944, in London, while 
the war was still raging in part of the 
Lowlands) the first renewed attempt 
for close economic cooperation was 
made by the establishment of the Bene- 
lux Customs Union. Usually we find 
the year 1948 given as the official date 
for its establishment. Be that as it 
may, it should not be overlooked that 
it took until 1955 before the many de- 
tails were worked out and the Customs 
Union became wholly effective. 


The OEEC. In 1949, the Organiza- 
tion for European Economic Coopera- 
tion (OEEC) was formed; the great 
stimulating force was the American 
encouragement following the Marshall 
Plan. Today the OEEC countries (17 
in all) are often identified as the coun- 
tries connected with NATO and other 
forms of American-European coopera- 
tion, in which prominent Americans 
such as Paul Hoffman and Averill Har- 
riman have been influential. 

In the same year the Council of Eu- 
rope was formed to bring about an- 
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other type of European cooperation; 
much of the efforts have been geared 
toward the political ends of closer co- 
operation. Great stimulating forces 
were the efforts of Belgian Paul Henri 
Spaak, British Winston Churchill, and 
French Robert Schuman. European 
parliaments recognized the Council of 
Europe by delegating members to at- 
tend its sessions. 


The European Coal and Steel Commu- 
nity. In 1952 the proposal of the 
French Minister of Foreign Affairs, 
Schuman, resulted in the establishment 
of the European Coal and Steel Com- 
munity, with the purpose of effectuat- 
ing a fast postwar restoration by mak- 
ing available to the participating 
countries the resources of Western 
Europe, and by setting up a supra- 
national control of the raw materials 
which had so often in the past been 
the cause of international friction. The 
High Authority of the European Coal 
and Steel Community has legislative 
and executive power superseding many 
of the national regulatory powers. 


The Treaty of Rome. Finally, in 1957, 
the Treaty of Rome was signed, estab- 
lishing a European Economic Commu- 
nity, part of which has resulted in the 
evolvement of the European Common 
Market, in which Belgium, France, 
Italy, Luxembourg, The Netherlands, 
and Western Germany cooperate. 

It readily follows from the above 
historical sketch that considerable time 
and effort have preceded this latest 
evidence of a true desire for closer 
cooperation, both economically and po- 
litically. 

Although it seems unquestionably 
true that without American encour- 
agement and example the European 


postwar attempts would have been less 
impressive (and consequently less ef- 
fective), it seems just as clear that the 
European efforts during the past hun- 
dred years cannot, and should not, be 
underestimated or underemphasized. 


EXPECTATIONS 


It seems only logical that the ques- 
tion which comes up for consideration 
is what may be expected from this 
European Common Market. Without 
giving a detailed answer, it can be 
stated by way of generality that al- 
though the Common Market is barely 
developing its first stage, a number of 
nations are in the process of seriously 
considering what relationships to adopt 
with regard to it. As far as Europe 
is concerned, one can distinguish be- 
tween the Common Six (the six mem- 
ber nations who make up the Common 
Market and their associate members) 
and the Outer Seven (Austria, Den- 
mark, Norway, Portugal, Sweden, 
Switzerland, the United Kingdom) 
who are combining their efforts in an 
attempt to create a European Free 
Trade Area. It is too early to properly 
assess the intrinsic value of the Free 
Trade Area; some politically astute 
observers have denounced it as an at- 
tempt to stave off the bad effects of 
the Common Market by encouraging a 
free flow of goods between the partici- 
pating countries and other measures of 
unification of the public control of 
trade, finance, agriculture and labor. 

American business circles so far 
have not paid a great deal of attention 
to the problems which a Free Trade 
Area might create. This might be 
partly because U.S. exports to the 
Common Market slightly exceed those 
to the Free Trade Area (in 1958 they 
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were $1.8 billion and $1.6 billion re- 
spectively). 


Understanding the Difficulties 


On the political side there is the 
problem that the split between the 
Common Six and the Outer Seven 
forces the United States government 
into a rather uncomfortable situation. 
As recently as January, 1960, talks 
were conducted in Paris wherein C. 
Douglas Dillon, the United States Un- 
dersecretary of State, persuaded the 
European nations to set up an Atlantic 
Economic Community, consisting of 
some 20 nations (the Common Six, the 
Outer Seven, Canada, Greece, Iceland, 
Ireland, Spain, Turkey, the United 
States). The preceding discussion 
of the historical development in Eu- 
rope might serve as an omen: on one 
hand we have the experience of Aus- 
tria and Hungary in attempting to 
form their own customs union because 
of Prussia’s refusal to admit them into 
the Zollverein, on the other hand the 
experience of failure of the attempts to 
form a Franco-Belgian Customs Union, 
and the subsequent suggestion for the 
creation of a much larger Southern 
European Customs Union. So we see 
in the present situation that before 
even the more limited attempts to cre- 
ate economic and political cooperation 
are realized—in fact, while the nations 
involved are trying to iron out their 
difficulties—a new program is submit- 
ted involving more nations (and con- 
sequently, threatening more difficul- 
ties). Until the underlying reasons for 
the present and possible future difficul- 
ties are fully understood, there seems 
to be wisdom in the familiar admoni- 
tion that one should not rush in where 
angels fear to tread. 
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To a certain extent, the same holds 
true for the businessman who contem- 
plates reaping the optimal benefits of 
the European efforts toward economic 
cooperation: headlines such as “Yan- 
kee Service Firms Rush Into Europe, 
Spur its ‘Americanization’” (Wall 
Street Journal, January 4, 1960), or 
“Yank Firms Reshuffle Plants, Output 
To Tap Enlarged Sales Area” (Wall 
Street Journal, December 9, 1959) are 
indicative of the mood-to-act of Ameri- 
can business. But “solving problems 
as they arise, instead of in advance, 
leaves a great deal to trust”? warns the 
Economist of November 28, 1959. The 
latter statement, characteristic of 
much prudent European behavior, is in 
rather sharp contrast to the confident 
action of American consultant firms, 
Slenderella, Hertz Car Rental Service, 
and a score of other service organiza- 
tions in establishing branch offices in 
Europe. Perhaps the American effort 
can be best summed up by the state- 
ment made by the Wall Street Journal 
(December 9, 1959) : 


Alert businessmen are attempting 
to weld the Continent into a giant 
and efficient economic unit at a far 
faster pace than the slow schedule 
—a dozen years or so—that Eu- 
rope’s politicians have set up. 


This rather exuberant summary is 
probably in part caused by the pros- 
pect that the new European economic 
framework will lend itself to the famil- 
iar concept of mass-production and 
mass-distribution which are so typical 
for the American method of doing 
business. 

However, there are undeniably some 
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headaches for American industries 
which should not be belittled. I.B.M., 
for instance, used to build electric type- 
writers in five different locations in 
Europe; this policy was prompted be- 
cause the independent sovereign na- 
tions of Europe each maintained its 
own trade barriers. As a result of the 
Common Market, and the subsequent 
economies by plant concentration and 
efficient transportation systems from 
centrally located spots, only two plants 
will be needed. The other three plants 
will possibly be converted for the pro- 
duction of computers and accounting 
machines. The big American car man- 
ufacturers—General Motors, Ford Mo- 
tor Company and Chrysler Corpora- 
tion—are facing problems of a similar 
nature. Ford, for instance, has three 
plants (Amsterdam, Antwerp, Co- 
logne) so close to each other that more 
economical assembly and transporta- 
tion can be achieved by concentrating 
the operations in one plant and by 
closing the other two facilities, or 
shifting them from assembly to manu- 
facturing. 

This problem will be even more vex- 
ing for those business enterprises 
which, unlike the above-mentioned 
one, have heretofore had little or no 
experience with company owned and 
operated branches in Europe. It is, 
therefore, important to point to the 
work of at least one American institu- 
tion, the Chase Manhattan Bank of 
New York. Not only does this bank 
publish an important bimonthly Report 
on Western Europe, but it has on vari- 
ous occasions consulted with a well- 
known European expert on economic 
cooperation in Western Europe, Max 
Kohnstamm. Prior to his employment 
by the Dutch rayon industry Dr. Kohn- 
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stamm was employed by the Dutch 
Ministry of Economic Affairs and had 
an important part in shaping much of 
the present European economic frame- 
work. As another instance of Ameri- 
can awareness of European business 
matters, the First National Bank of 
Chicago publishes an Outlook for Busi- 
ness in Europe. 


Evaluation of Purpose 


It might well be that one of the 
causes for misapprehension of the true 
challenge posed by the establishment 
of the Common Market lies in an im- 
proper evaluation of its purposes. The 
earlier quoted opinion of Thomas 
Cabot as to what may be expected of 
the European Common Market (“to 
achieve the benefits of political and 
economic unity as the United States 
has done”) seems fairly representative 
of the American view. 

However, inasmuch as the European 
Economic Community is located in Eu- 
rope and has to function in Europe, it 
might be wise to listen to what re- 
sponsible and well-qualified European 
leaders are thinking. In the Saturday 
Review of January 16, 1960, there ap- 
pears an extensive report on addresses 
given by Sir Oliver Franks (England), 
Paul Van Zeeland (Belgium), and 
Axel Iveroth (Sweden). If there is one 
thing that emanates clearly from these 
addresses (delivered by trained diplo- 
mats and, consequently, couched in 
carefully chosen language) it is the 
assertion that there is a “European 
approach” to the problem of a Euro- 
pean Economic Community (the term 
is Van Zeeland’s), and an American 
approach. The European approach 
stresses the economic unity (at least 
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for the immediate future) , whereas the 
American approach is one unmistak- 
ably directed toward a political unity; 
the latter view is clearly expressed by 
William C. Foster in his reply to Van 
Zeeland’s address. 


The European Approach 


There are more views, however, 
which deserve mention. In “The Out- 
look for Business in Europe for the 
First Six Months of 1959,” published 
by the First National Bank of Chicago, 
we find the following opinions ex- 
pressed by leading bankers in Western 
Europe. The italics are supplied by 
the author. 


e The chairman of the Board of 
Directors of the Banque de la Société 
Générale de Belgique: 


The introduction of the Common Market is 
likely in coming months to alter considerably 
economic prospects, but its implications are 
difficult to assess at this time. 


e The Manager of the Credit Lyon- 
nais, of France: 


The possible consequences of the lowering of 
tariffs within the European Economic Com- 
munity after January 1, 1959, are an added 
element of uncertainty in the minds of many. 


e The General Manager of the 
Banca Nazionale del Lavoro, of Italy: 


A stimulus might come from... the necessity 
for preparing to face new conditions created 
by the Common Market. 


e The Managing Director of the 
Amsterdamsche Bank, The Nether- 
lands: 


The effects of the first stage of tariff reduc- 
tions and quota increases in the framework of 
the Common Market are not expected to be 
visible in the first half of 1959. 
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SPECIFIC PROBLEMS 


It should be kept in mind that these 
reports are all directed toward an 
American readership and, consequent- 
ly, prudently worded. But even though 
the words are carefully selected, it is 
rather obvious from the above-quoted 
opinions that there is not that certain- 
ty of glowing success that permeates 
American expectations. If we now 
look into statements directed toward 
the home audience, the question be- 
comes even more poignant. As a case 
in point, let us turn to a leading Dutch 
economic publication,® in which one of 
Holland’s leading bankers and well- 
qualified authorities on the subject 
states his opinion. The author, K. P. 
van der Mandele, points out that aboli- 
tion of import restrictions may lead to 
a greater trading territory, but not 
necessarily to a market of the Ameri- 
can type. This premise is mainly based 
on the differences which exist in nearly 
every aspect of the two societies, 
whether ethnological, cultural, or eco- 
nomic. In fact, this differentiation of 
ethnological, cultural, and economic 
aspects may even be the strength of 
Europe’s production pattern. It seems 
an almost rhetorical question whether 
Europe should not continue to concen- 
trate on small-scale, highly differenti- 
ated production of high-quality prod- 
ucts (the Swiss watch industry might 
be mentioned as a case in point), and 
thus attain what economists describe 
as comparative advantage. 

Furthermore, lowering of the tariff 
may well result in economic disturb- 
ances in such a fashion that a trade 
diversion will occur, in that different 
sources of origin of raw materials, 
semi-finished, or finished products may 
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result in a drastic change of the means 


of transportation. Rhine shipping may 


change completely, and so may ocean 
transportation, for that matter.” 
Another aspect which deserves at- 
tention is that—apart from the prob- 
lem of harmonization of a tariff policy 
(some countries have “specific” tariffs, 
other countries have an “ad valorem” 
duty system)—a common tariff will 
result in a lowering of the tariff for 
some countries, but a raising of the 
tariff in other countries (particularly 
in countries that have no raw mate- 
rials of their own but must import 
these for their heavy industry). This, 
in turn, may lead to a disturbance in 
the traditional raw materials markets 
because of forced increase of trade be- 
tween the partner nations, and subse- 
quently to a higher cost of production 
in those countries that previously used 
to have a low tariff. This might ulti- 
mately have an adverse effect on the 
needed exports of these countries. 


National Reservations 


To return to van der Mandele, he 
goes on to point out that it should not 
be overlooked that France is heavily 
committed in its overseas holdings; so 
is Belgium, and so, to a lesser degree, 
are The Netherlands. As for Germany, 
there is the hard reality of a divided 
country, posing problems of a peculiar 
and still different nature. Apart from 
these general observations, one may 
encounter many other specific reserva- 
tions about the Common Market and 
its implications for the various na- 
tional economies. Particularly in the 
agricultural sector much trouble can 
be expected; this was true for the 
Benelux Customs Union and it seems 
to be applicable for the Common Mar- 
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ket. Another sector of industrial activ- 
ity which may pose problems is the 
textile industry. This is brought out 
in the Annual Address of the President 
of the Chamber of Commerce and In- 
dustry for the Eastern District of The 
Netherlands (an area noted for its 
rayon and cotton textiles). In general, 
the immediate prospects of the textile 
industry seem rather favorable: be- 
tween 1955 and 1959 exports to the 
partner nations rose from 15 percent 
to 36 percent of total production. But, 
for the future, a concentration of in- 
dustrial capacity seems to be indicated 
if the present status is to be main- 
tained. This applies to the total picture 
of industrial activity in the textile sec- 
tor: however, for the lace industry, the 
picture is less rosy, because of an in- 
creasingly sharp competition and a 
method of operation characterized by 
a narrow margin of profit. For the 
burlap industry the situation might 
even become critical (although this is 
not caused by the problems of the Com- 
mon Market). 


ENCOURAGING FACTORS 


Fortunately, there are also optimis- 
tic notes coming from Europe. Heavy 
French investments in the steel, chemi- 
cal, and textile industries point in an 
encouraging direction. In fact, in a 
recent article in Holland’s distin- 
guished Maatschappij Belangen, the 
former Director-General of The Neth- 
erlands Ministry of Economic Affairs, 
P. A. Blaisse, describes the present 
trend in France as one which may make 
it one of the strongest partners in the 
Common Market.’ 

The newly-appointed professor of 
Commercial Law at the Rotterdam 
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School of Economics elected as the 
topic for his inaugural address no less 
a subject than the possibility of crea- 
tion of a European Business Corpora- 
tion.® This address has already caught 
the attention of many leading authori- 
ties in Europe. For American business 
enterprises contemplating engaging in 
business on the European continent 
this development might prove to be of 
far-reaching effect. 

And finally, in the October bulletin 
of Holland’s venerable Society of 
Trade and Industry one can find the 
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following admonition of the economic- 
legal sociologist and philosopher J. H 
Bierens de Haan: 
Europe can only maintain its position in this 
world if it grows toward an economic, politi- 
cal and cultural unity .. .10 

Better than any other statement 
found so far, the latter opinion clearly 
reflects the prevalent feeling that the 
European Economic Community will— 
by necessity —eventually become a 
reality, even if not as soon as and in 
the manner that we here in America 
expect.!! 
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The Consent Decree 


Several recent and important antitrust 
cases have been disposed of by consent 
of the parties, rather than through 
court trial. Cases involving IBM, AT 
& T, Eastman Kodak, and United 
Fruit have been concluded in this 
manner. 

A consent settlement in an antitrust 
case is a compromise between the two 
parties to the suit, the terms being 
fixed by negotiation, not litigation. No 
evidence is presented, no trial is held, 
and the defendant does not admit a 
violation of the law. 

Nowhere in the statutory provisions 
of our antitrust laws can one find a 
specific statement referring to the con- 
sent settlement, except in Section 5 of 
the Clayton Act. In this section the 
provision recognizes the existence of 
such procedure merely by a reference 
to its unavailability for use in private 
treble damage suits against the defend- 
ants. The treble damages provision in 


An examination of the negoti- 
ated settlement in antitrust ad- 
ministration and enforcement 


the law permits an injured party to 
recover compensation for a violation 
of the antitrust statutes. The possibil- 
ity of being held liable for three-fold 
damages is a strong deterrent to those 
who would risk violation of the law. 
The most serious objection to the 
use of a consent decree has been based 
largely on the secrecy surrounding the 
negotiations. The negotiations between 
the parties and the objectives sought 
by the government are strictly the 
province of the defendants and the 
Department of Justice. The court gen- 
erally does not examine the decree in 
detail, but instead approves it upon 
submission by the parties. Some ques- 
tion as to the desirability of employing 
this device emanates from the general 
policy established by Congress that 
antitrust proceedings be open to public 
scrutiny. The judicial arm of the gov- 
ernment, as a result, is deprived of its 
function in enforcing and interpreting 
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the antitrust statutes. 

With court opinions nonexistent and 
findings of fact unnecessary, few judi- 
cial precedents can be established un- 
der the procedure. Those accused of 
violations and the public at large are 
hard pressed to know whether a viola- 
tion of the law has occurred, or if the 
remedies are constitutional. The only 
types of precedent created by consent 
decrees result from the use of a par- 
ticular provision in a particular case. 
Once used, it is generally the remedy 
employed in the future for similar 
types of behavior when detected. 
Whether the precedent thus created is 
superior to that gained by a litigated 
decree is debatable. 

The use of precedent in antitrust 
cases may be divided into two catego- 
ries. On the one hand is the great body 
of case rulings mainly concerned with 
what a violation of the law is, while on 
the other there are a number of cases 
providing precedent for the employ- 
ment of certain remedies to correct 
these violations. The consent decree is 
almost entirely concerned with the lat- 
ter body of rules. 


NATURE OF THE DECREE 


In the field of antitrust administra- 
tion and enforcement the consent de- 
cree occupies a unique position. It has 
attracted a great deal of attention and 
generated much public comment in re- 
cent years. Such interest is in keeping 
with its increased use in civil antitrust 
cases brought by the Federal govern- 
ment under the Sherman Act. The lit- 
erature concerned with consent judg- 
ments approaches this device from 
varied points of view. No thorough 
investigation of this procedure has 
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touched upon all the aspects of the 
problem. In the present article some 
comments on its use, nature, and his- 
tory will be followed by some remarks 
on its limitations. 

The first consent decree in a civil 
action arose in 1906 in a case involving 
the Otis Elevator Company. The de- 
fendants consented to the entry of a 
decree against them coupled with a 
general denial of any violation of the 
act. Since that time the use of consent 
decrees has become somewhat common. 
Seventy-four percent of all civil cases 
initiated by the Department of Jus- 
tice’s Antitrust Division between 1935 
and 1958 were concluded in this man- 
ner. Although many of these were 
cases involving small segments of the 
economy, their number seems to indi- 
cate that the enforcement and admin- 
istration of our anti-monopoly laws is 
now carried out by negotiation. Since 
a consent decree arises from arbitra- 
tion and negotiation and is given little 
or no examination by the judge, the 
process has received some adverse 
criticism. It has been characterized as 
a possible cover-up for the accused, on 
the one hand, or, on the other, as a 
government device to extract all it is 
able from the defendants regardless of 
limitations set forth in the law. The 
secrecy of the entire procedure has also 
given rise to congressional investiga- 
tion with political overtones. 


Advantages 


It is not difficult to understand why 
the use of the consent decree is grow- 
ing. The defendant escapes the noto- 
riety of a protracted court case and 
the need to employ a bevy of defense 
lawyers. By far the most crucial factor 
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is the knowledge that a decree of this 
sort cannot form the basis of a private 


treble damage suit at some future date. 


The federal government also has 
something to be gained from this proc- 
ess. Results may be forthcoming at a 
much more rapid pace without the 
large expenses connected with a court- 
litigated decree. In addition, the gov- 
ernment may be able to acquire specific 
relief through negotiations that a court 
might refuse to grant. The uncertain 
results connected with a lengthy trial 
and the problems of proof are also 
eliminated from the picture. 


Disadvantages 


Consent settlements are, in effect, a 
compromise between the accused and 
the government. No formal procedure 
for the closed bargaining sessions has 
been developed. The relative strength 
of the parties in the bargaining ses- 
sions is undeterminable. The require- 
ment that the defendant submit the 
first draft of a decree may place the 
government in the superior position 
at these sessions. Once, however, the 
government has shown a predilection 
for settling the case in this fashion, it 
becomes subject to all the difficulties 
inherent therein. Another vexing ques- 
tion resulting from the use of the con- 
sent procedure is what should be the 
results of the consent decree? The 
answer to this will depend in part on 
one’s basic antitrust philosophy. 
Should we expect a decree of this type 
to have broad industry-wide repercus- 
sions, or merely to control a specific 
defendant’s behavior in the market- 
place? The relief granted in consent 
decrees does not present us with any 
consistent set of principles upon which 
to base our answer. Since decree pro- 
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cedure is, in most respects, a bargain- 
ing session, the outcome generally de- 
pends on the relative strength of the 
parties’ positions. The government 
need not present evidence of violations, 
and no finding of fact by either party 
is required. As a result, no one can be 
sure a violation has occurred, or that 
the relief sought is justifiable or neces- 
sary. 

Consent decrees are now a part of 
our antitrust procedure, and have been 
upheld in the Supreme Court of the 
United States. Once entered into they 
have the same force and effect as a 
litigated decree. Very little can be 
done by the defendant once a consent 
decree has been formalized by the sig- 
nature of the District Judge. The de- 
cree may be overturned on the rather 
extreme grounds of lack of federal 
jurisdiction, the presence of fraud, or 
lack of consent. There are virtually no 
other grounds. One defense that would 
be available in litigated decrees is not 
useful in consent decrees. It is the de- 
fense of failure to state and prove the 
facts and bases of the relief acquired. 
In consent settlements no proof of any 
kind is presented, with the result that 
the facts of the case are never at issue. 


Future Problems 


One problem in the use of the con- 
sent decree bulks large for the future. 
The government has in the past 
brought simultaneous civil and crim- 
inal actions against a defendant. This 
procedure presents the problem of 
what to do with the criminal action 
once the consent settlement is a fait 
accompli. Some writers have felt that 
the criminal part of the procedure is 
a club held over the defendant’s head 
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to coerce him into a consent settlement. 
The defendant’s counsel and officers 
are fully aware of the government’s 
grounds for dismissal of the criminal 
suit. They cannot help but be affected 
by its presence, and the price of its 
withdrawal. Criminal prosecutions 
generally have been a very small part 
of the government’s antitrust pro- 
gram, with the result that its consent 
program has been formulated with the 
criminal actions largely de-empha- 
sized. The fact remains, however, that 
a threat of a criminal action is some 
form of undue influence and has its 
effect on the defendant’s decision to 
settle by consent. 


Pre-Complaint Negotiations 


An experimental program of pre- 
complaint negotiations has been insti- 
tuted by the Antitrust Division in con- 
sent decree procedure. No criminal 
violations are involved and no criminal 
complaint is contemplated in this pro- 
cedure. The government initiates an 
investigation of the activities of the 
purported defendant, after which he 
is requested to appear and discuss the 
evidence gathered against him. The 
complaint is not filed during these ne- 
gotiations, and the talks are extremely 
informal. If agreement on the terms 
of the settlement is effectuated, a com- 
plaint is then filed to fit the terms 
agreed upon in the negotiations. Addi- 
tional savings of money and time re- 
sult from the procedure, with the added 
benefit that the government has not 
committed itself in any manner. The 
role of the judiciary in consent decrees 
is eliminated almost entirely by this 
procedure. Any argument that pre- 
complaint negotiations will lessen it 
further is unrealistic. 
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Since the defendant is required to 
submit the initial draft of a consent 
decree, a complaint is generally pre- 
pared but held in abeyance pending the 
negotiation sessions. In effect then we 
already have pre-complaint negotia- 
tions in many cases, and the procedure 
seems to be working rather well. No 
pre-complaint negotiations are possi- 
ble, however, if a criminal action is 
contemplated, for the government de- 
sires to avoid the accusation of having 
used force or duress to obtain a con- 
sent decree. 


Modification of Decree 


Once a consent decree becomes final, 
the possibility of amending it is rather 
difficult. The power to modify the de- 
cree is retained by the court that en- 
tered it. In the case of United States 
v. Swift & Company, the defendant 
was able to convince the District Court 
that the circumstances under which 
the consent decree was entered were 
now changed. The defendants pleaded 
that the provisions of the original de- 
cree were no longer applicable, since 
the competitive situation in the indus- 
try had been altered considerably. The 
Supreme Court reversed the decision, 
holding that considerably more was 
required to alter a decree once it had 
been entered. Irreparable injury was 
indicated as being the basis for altera- 
tion or modification of a decree. Other 
grounds have from time to time been 
stated, for example lack of consent, 
lack of jurisdiction, or mistake of fact. 

In two important consent settle- 
ments involving automobile finance 


companies the Supreme Court was 
faced with the same problem. In The 
Chrysler Corporation v. United States 
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the court reiterated its “strict hard- 
ship” theory. In The Ford Motor Co. 


v. United States the Court also held’ 


that the party seeking the modification 
must prove extreme injury before it 
will grant a change in the original de- 
cree. At the present time Swift and 
Company is again seeking modification 
of the decree entered in 1920. Swift 
again claims that the decree provisions 
are no longer pertinent to the situa- 
tion, and further, that a relaxing of 
the prohibitions will enhance competi- 
tion in the industry. The decree, as 
they see it, is now discouraging compe- 
tition rather than encouraging it. The 
question of how long a consent decree 
is in effect has not been entirely settled. 
Once entered, however, the decree is 
binding on all who sign it and termi- 
nates the litigation completely. The 
defendants are not thereby immune to 
further suit for other activities, and 
may be subject to further action by the 
Antitrust Division at a later date. 


PROCEDURE AND OBJECTIVE 


Althcugh consent decrees have be- 
come the accepted mode of settling the 
majority of antitrust cases, and typi- 
cally there is no opinion or trial in a 
court of law, a consent judgment has 
the same impact as a litigated decree. 
Consent judgment negotiations are 
conducted with great informality. The 
experience of the past thirty years has 
shown many advantages to sitting 
down in a private room across the table 
from defense counsel where the an- 
swers to problems can be hammered 
out as they arise. The facts can be 
quickly obtained and the appropriate 
type of relief can be formulated in an 
amicable atmosphere. Such is not the 
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case in the contentious atmosphere of 
the court room, where the formalities 
of court procedure would restrict the 
proceedings considerably. Counsel for 
the defense may make statements re- 
garding facts and disclose in complete 
confidence data during these negotia- 
tions with the knowledge that they can 
never be used in a court case against 
him. The procedure lends itself well 
to antitrust cases because the govern- 
ment’s investigation brings to light 
only the defendant’s violation and not 
the details of his operation. 

As we noted previously, consent 
judgment negotiations generally start 
after a complaint has been filed by the 
federal government, although a new 
method of initiating negotiations be- 
fore the filing is now being tested by 
the Department of Justice. When full 
agreement has been attained, the con- 
sent decree is prepared in final form 
ard signed by the parties. It is then 
presented to the District Court by both 
parties, signed by the judge, and en- 
tered as a judgment of that tribunal. 


Flexibility 


A civil antitrust suit is not conceived 
from the point of view of a penal ac- 
tion. Criminal suits are brought for 
this purpose. Nevertheless, a civil anti- 
trust action has as its objective a set 
of remedial provisions. The desirable 
effect is to create a situation where the 
transgressions of the antitrust law will 
be eliminated and future violations 
prevented. The judgment is merely the 
instrument employed in a particular 
case to eliminate or prevent the civil 
violations of the antitrust laws. The 
Supreme Court has stated that each 
case must be decided on its own set of 
facts. The age-old doctrine of stare 
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decisis serves rather poorly in ques- 
tions of relief in antitrust situations. 
Violations of the antitrust laws have 
taken an infinite variety of forms. The 
necessity for employing a correspond- 
ing diversity in the forms of relief in 
the judgments is, therefore, obvious. 
The equitable powers of the courts are 
sufficiently adaptable and flexible to 
cope with the myriad violations facing 
the government. The Antitrust Divi- 
sion attempts to frame the provisions 
in the decree to cope with the specific 
acts of the accused. A serious problem 
faces the government in providing the 
necessary relief in these cases. Are the 
provisions of the decree of such a na- 
ture that a court would hold them 
constitutional? 


Guiding Principles 


The provisions in a consent judg- 
ment do not originate with the judge. 
This does not mean that there are no 
precedents upon which to base the pro- 
visions of future decrees. Little dis- 
cussion on the method or type of relief 
can be found in the district court opin- 
ions. However, some general princi- 
ples have been enunciated to guide the 
negotiations. A modicum of uniform- 
ity is suggested in the decisions, espe- 
cially when coping with the same type 
of antitrust violation. The court has 
stated that the relief must be fair and 
effective in eliminating the illegal be- 
havior and preventing its recurrence. 
The Sherman Act is mainly concerned 
with the nation-wide barriers to inter- 
state trade, and is directed toward dis- 
solving all illegal obstructions to free 
competition. The remedies are phrased 
not only to stop illegal acts and prevent 
their repetition in future, but also to 
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deprive the defendants of the benefits 
of their illegal acts. In several in- 
stances the court has stated that the 
prohibition of past acts is not enough: 
the “untravelled roads’ must also be 
prohibited. Of necessity, the court has 
followed a policy of encouraging reme- 
dies of a self-enforcing nature, requir- 
ing little judicial supervision. The 
judge in the International Salt case 


expressed it succinctly: 

In an equity suit, the end to be served is not 
punishment of past transgression, nor is it 
merely to end specific illegal practices. A 
public interest served by such civil suits is 
that they effectively pry open to competition 
a market that has been closed by defendant’s 
illegal restraints. If this decree accomplished 
less than that, the government has won a law 
suit and lost a cause. 


The Judgments and Judgment En- 
forcement Division of the Department 
of Justice has stated the essential pur- 
poses of the decrees: to prohibit past 
illegal activities, to prevent future 
ones, to restore a competitive climate, 
and to deprive the defendants of their 
illegal gains. The Sherman Act does 
not limit the methods of accomplishing 
these broad purposes. Whether it is a 
consent decree or a litigated one, the 
ends are the same. In a consent settle- 
ment the results are accomplished 
through negotiation in a much shorter 
time than in a litigated case. With 
budget limitations as they are the use 
of this method will continue in use to 
settle the great bulk of our antitrust 
cases. 


EFFECTIVENESS 


Antitrust enforcement, nevertheless, 
discloses some serious deficiencies when 
accomplished through consent decrees. 
This is not to say that the consent de- 
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cree device should be abandoned en- 
tirely, but rather that certain portions 
of the procedure should be amended to 
bring the efficacy of such settlements 
into line with the desired results. If 
the antitrust laws are to be effective, 
they must be rigorously enforced by 
the government. This has not been the 
case in the past. The consent decree 
program, however, is but one of a 
whole parcel of administrative respon- 
sibilities of the Antitrust Division. It 
cannot be condemned for failure in this 
area without realization of the tremen- 
dous job to be done. 

The increased tempo in the use of 
this device is based partially on a pol- 
icy decision designed to achieve a broad 
application of the antitrust laws with- 
in the limits of available time and 
money. The savings that result from 
the use of the consent settlement make 
possible a more comprehensive total 
program of enforcement in the anti- 
trust sphere. The judiciary is elimi- 
nated from the picture, with a con- 
comitant decline in the growth of 
judicial precedent. The yardsticks fur- 
nished by court decisions are desirable, 
if only to measure comparable activi- 
ties in other industries. Under the 
consent decree a pseudo-administrative 
procedure is substituted for the judi- 
cial procedure. There are no rules to 
protect the public interest or the inter- 
ests of those not heard in the settle- 
ment conferences. This feature of a 
consent decree, though not an inherent 
defect, deprives the business commu- 
nity and the bar of the opportunity to 
have practices attacked by the govern- 
ment judicially evaluated. 


Avoidance of Damages 


The possibility that a company will 
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be held liable in a treble damage case 
is also eliminated with the use of a 
consent decree. The treble damages 
provision is a powerful tool to deter 
violations of the act. In several recent 
cases the amounts involved have been 
substantial. Officials of the defendant 
enterprises considered the possibility 
of abnormally high damage payments 
when they decided to submit to nego- 
tiations. Corporate officials are in an 
extremely good bargaining position in 
these instances. They may formulate 
a program of action with some doubt 
as to its validity under the present in- 
terpretations of the law. After they 
are accused of a violation, they may 
submit to negotiations for a consent 
settlement and discover their position 
is a difficult one to defend. At this 
juncture they may consent to cease 
such activities, or they may discontinue 
the negotiations, forcing the govern- 
ment into a lengthy trial of the issues. 
If the government fails to proceed 
against them, they may feel secure 
that, at least for the time being, they 
may continue their present mode of 
behavior. 


Avoidance of Difficulties 


Antitrust litigation is traditionally a 
very long-drawn-out affair. The com- 
plicated problems of proof of legal and 
economic issues make it extremely dif- 
ficult for thé government to proceed 
against a defendant. A private party 
has even more difficulty in bringing an 
action to a successful conclusion 
against a violator. If we deprive him 
of a decree he might have used as 
prima facie evidence in his case, his 
position becomes virtually untenable. 
In weighing the decision to proceed to 
trial of the issues, the accused may 
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consider the possible future course of 
his competitors. If the consent decree 
would contain approximately the same 
penalties as a litigated one, the consent 
settlement is eminently more desirable 
for the accused. The case can be set- 
tled amicably, there will be little noto- 
riety, and little danger of private anti- 
trust action. 
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Despite its defects, the consent de- 
cree works fairly effectively in our 
mixed economy. It directs our atten- 
tion to keeping open the channels of 
commerce, and allows prompt steps 
to be taken against those who would 
attempt to close them. So far, no other 
legal device has been so successful in 
accomplishing these purposes. 





Books in Brief 


GRAHAM, BENJAMIN. The Intelligent Inves- 
tor. 2nd _ revised edition, New York: 
Harpers, 1959. 


Since its first appearance, this investment 
guide has continued to win increasing praise 
from the professional investor and the public. 
Because of the author’s contention that in- 
vestment theory and practice must be con- 
stantly adapted to economic conditions, this 
edition has been extensively revised. The 
author considers the needs of both the “defen- 
sive” and the “enterprising” investor, while 
stressing the advantages of a simple portfolio 
policy. 


ABRAHAMSON, JULIA. A Neighborhood Finds 

Itself. New York: Harpers, 1959. 
Our society is faced with the problem of what 
to do with urban areas. This book tells what 
one neighborhood did in order to save itself 
from deteriorating into a slum. As the diffi- 
cult problems of the Hyde Park-Kenwood area 
of Chicago’s South Side are similar to those 
encountered by other neighborhoods, this book 
will be of particular interest to many city- 
dwellers. 


PEARSON, LESTER B. Diplomacy in the Nu- 
clear Age. Cambridge: Harvard University 
Press, 1959. 


Are the problems of diplomacy any different 
than those of a century ago? It is the con- 
tention of the author that at present we may 
have hours or less in which to settle inter- 
national questions, instead of weeks or 


months, as in the past. Hence it is important 
that there be some striking changes in the 
practice of diplomacy. The author discusses 
the important role of the United Nations in 
fostering new diplomatic procedures appro- 
priate to the present day. 


YopER, DALE. Personnel Principles and Poli- 
cies: Modern Manpower Management. 2nd 

edition, Englewood Cliffs: Prentice Hall, 
1959. 


This new edition of one of the most widely 
read books in the field has been brought com- 
pletely up to date. Among the many im- 
portant topics discussed are management 
development programs, auditing, industrial 
relations, the Human Relations School, and 
recent research in organization theory. 


SALVADORI, MASSIMO. The Economics of Free- 
dom: American Capitalism Today. New 
York: Doubleday, 1959. 


In recent times American capitalism has been 
under attack from many quarters. Americans 
believe that capitalism is not decadent and 
does not enslave the worker, but often have 
trouble in saying why. In this book the author 
has given us an answer. While Mr. Salvadori 
admits that our system has faults, he points 
out quite clearly that it is probably the best 
economic system in the history of mankind. 


BERLE, ADOLF A., JR. Power Without Prop- 
erty. New York: Harcourt, Brace, 1959. 


Why is economic power concentrated in 
fewer and fewer hands when more and more 
people are investing their own funds? Why 
do liberals condemn bigness in business when 
America has, through bigness, developed the 
most remarkable economic system in modern 
history? Mr. Berle discusses such questions 
as these in his thought-provoking book. An 
especially useful part of his exposition is a 
consideration of what features the American 
and Russian economic systems have in 
common. 
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Moral Philosophy 


Professor Selekman begins his book on 
moral philosophy for management 
with a consideration of the change of 
attitude on the part of business men 
toward moral questions.. From an 
early reliance on the writings of Adam 
Smith, Malthus, Ricardo, and Darwin, 
business has moved toward a new 
philosophy of moral _ responsibility 
based on the recognition by business 
that it must join the larger human 
community and even assume ethical 
leadership in this community. Having 
shown the pressing need for a moral 
philosophy, he discusses some of the 
problems and dangers connected with 
spelling it out. Self-righteousness, 
cynicism and perfectionism are de- 
scribed as dangers to be avoided in 
working out an adequate ethical creed. 
The last two parts of the book describe 
a technical and moral framework 
within which Professor Selekman be- 
lieves business can formulate its moral 
philosophy. The final chapter con- 
cludes: 


Unless the new and rapidly growing man- 
agement group holds on to social and moral 
goals, it is doomed to lose what it now has in 
the way of authority and opportunity. Pri- 
vate enterprise in the form of the modern 
corporation has still to win the prize of 
legitimacy. The prize will continue to prove 
elusive without a growing faith in the com- 
munity that, whatever the faltering, justice, 





1. Benjamin M. Selekman, A Moral Philoso- 
phy for Management, New York: McGraw- 
Hill, 1959. 


and the good life can best be realized through 
a decentralized industrial system manned by 
individuals of high purpose responsive to the 
ethics of our Judaeo-Christian tradition. 


The implementation of this ethic is 
to be what Professor Selekman calls 
“corporate constitutionalism.” Such 
a constitutionalism amounts to a 
framework or system for dealing in an 
orderly, effective way with the con- 
flicts which arise between various seg- 
ments of industry such as production 
employees, the white-collar group, 
engineers and technicians and top 
management. But there is another 
side to constitutionalism. This is the 
relation between government and busi- 
ness. What is demanded here is a 
strategy of combined operation among 
corporations, unions, and government. 
It behooves businessmen to become 
friendly critics but not opponents of 
government intervention. To under- 
stand the meaning of this last sentence 
is to understand the moral philosophy 
here presented for management inso- 
far as this philosophy relates business 
and government. 

With this bare and skeletal outline 
of the work I turn now to some critical 
and appreciative remarks about its 
substance. 

In Chapter One of this book its 
author tells us: 


In recent years, businessmen have come to 
realize that they must find a way of interpret- 
ing themselves in a manner which would 
make our industrial system consistent with 
American democracy and the Judaeo-Chris- 
tian tradition. 
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I take it that such an interpretation 
is what Professor Selekman means by 
a moral philosophy and that this book 
is to give the businessman help in 
formulating such a moral philosophy. 
If this is the case I find the book un- 
successful; for although it is a per- 
ceptive and wise book in many re- 
spects, the set of norms and procedures 
it advocates are not consistent with 
either democracy or the Judaeo-Chris- 
tian tradition. As a philosopher who 
tries to see things as they are and to 
follow the argument wherever it leads, 
I feel no distress about these incon- 
sistencies. It may well be the case that 
both democracy as we have known it 
and the religious tradition which has 
characterized our country’s history 
need overhauling. In this case we 
should get on with the job of overhaul- 
ing them and not waste time and 
strength trying to make things con- 
sistent which are in their very nature 
inconsistent. 

If one wants recommendations 
about formulating a reasonable set of 
procedures for settling labor-manage- 
ment disputes then he will certainly 
profit from Professor Selekman’s 
book. This book contains the fruits of 
many years of practical experience 
and should certainly be taken se- 
riously. Thus, while I am not in the 
least persuaded that the moral philos- 
ophy under consideration is consistent 
with democracy and religion I think it 
has much to recommend it and would 
strongly urge its adoption by manage- 
ment. 

Let me make my case more explicit. 
In any objective reading of the Judaeo- 
Christian tradition there is no ques- 
tion about the priority of economic 
and human values. In any conflict be- 





Spring 


tween property interests and human 
interests the latter are considered 
higher. However, in Professor Selek- 
man’s moral philosophy these values 
are reversed. The Corporation has to 
stay in business and a manager or 
president who takes religion seriously 
is soon going to be out of a job. Our au- 
thor’s advice in effect is: “Don’t worry 
too much about humanity. After all, 
business is business.” Lest this sounds 
unfair let me quote from the chapter 
called ‘Power and Amorality.” 

To hold up a standard of applying in any 
literal sense to workaday life the teaching of 
the Judaeo-Christian tradition is to put an 
impractical, if not impossible burden upon 
management. It is tantamount to no less 
than projecting the executive group into a 
situation of perpetual sinfulness. Indeed, an 
executive may, under these circumstances, 
develop a pervasive sense of guilt. He may 
become immobilized for practical action, in- 
capable of giving his best to the community. 


It would be hard to imagine a more 
straightforward denial of the moral 
philosophy of the Judaeo-Christian 
tradition and yet Professor Selekman 
is presumably making this tradition 
consistent with our industrial system. 
It is a strange consistency, indeed. 

When we turn from religion to de- 
mocracy the case is about the same. In 
Part VI: “Wanted—A Moral Frame- 
work,” we read under the topic ‘“De- 
mocracy Reconsidered” this passage: 

Perhaps it is just as well, as we scrutinize 
the workings of democracy in government, 
business, unions, or whatever the institution, 
to admit that in its pure sense democracy, 


like morality, is an aspiration rather than a 
living, everyday reality. 


But we are left with little doubt as 
we finish this book that industry has 
no business aspiring to pure democ- 
racy. The fact that corporation presi- 
dents are not responsible to the public 
for their jobs is taken to be both un- 
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democratic and good. Professor Selek- 
man gives no indication at all that cor- 
porations ought to aspire to a more. 
democratic form. 

Thus the book we are considering 
fails on one level but this does not keep 
it from giving management much use- 
ful advice. The sort of constitutional- 
ism which its author recommends for 
the administration of industry would 
be a big and important step forward. 
It would not produce utopia but its 
author does not claim this for it. I am 
not sure that this constitutionalism is 
not held back rather than advanced by 
the sort of moral schizophrenia which 
results from pretending that our in- 
dustrial system is consistent with pure 
American democracy and the Judaeo- 
Christian tradition. Such pretense re- 
sults, it seems to me, in exactly the 
sort of cynicism and perfectionism 
which the author warns against. 

A word should certainly be added 
about the amount of scientific and 
factual information one will find in 
this book on moral philosophy. It is 
not a moralizing book, but it is a wise 
one; and it is wise because of the 
knowledge the author has of his sub- 
ject. One might wish that all men 
who write on moral philosophy knew 
as much about sociology, psychology, 
economics, and industrial relations as 
is known by Professor Selekman. 

A Moral Philosophy for Manage- 
ment is a good book and it deserves a 
wide reading. A philosopher cannot 
but be glad to see the interest which 
industry has recently shown in philos- 
ophy. It is hoped that philosophers 
will return the compliment and show 
a comparable interest in industry. 


Lewis K. Zerby 
Professor of Philosophy 
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Arms and the State 


In his newest book, Walter Millis con- 
tinues the analysis of the evolution of 
American military policy started in 
Arms and Man, his 1956 “Study of 
American Military History.”! On the 
whole, Arms and the State is a better 
book, and certainly one of more imme- 
diate interest to business men and 
students of business. Millis’ view of 
the interdependent and mutually sus- 
taining interests of industry and the 
military is posed against the whole 
background of civil-military affairs 
since the second World War. 

He says, “The civil and military 
elements in our society have become 
so deeply intermeshed that neither the 
uniformed officers nor the administra- 
tive bureaucracy nor the representa- 
tive legislature speak from any firm, 
independent position of principle or 
policy.” The book contends that this 
condition has arisen despite the tra- 
ditional subordination of the military 
to the civil administrator, both at 
home and in the great areas of inter- 
national relationships. The author 
examines the efforts made to resolve 
the problem during the post World 
War II years, and concludes that our 
organizational and institutional struc- 
tures are still inadequate in the face of 
nuclear dilemma. 

Walter Millis, a New York Herald 
Tribune staff writer from 1924 to 
1954, brings to:-his books the skillful 
pen of the professional journalist, and 
with it, the objectivity that 30 years as 
a working newspaper man engenders. 
In Arms and the State, he has the ad- 
ditional advantage of the research and 





1. Walter Millis, with Harvey C. Mansfield 
and Harold Stein, Arms of the State, New 
York: The Twentieth Century Fund, 1958. 
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scholarly efforts of his two collabora- 
tors. Harold Stein of Princeton and 
Harvey C. Mansfield of Ohio State 
have made important contributions in 
authorship and editorial effort. 

The book is presented in two parts. 
The first and shortest surveys civil- 
military relations during the 15 years 
1930-1945. The second analyzes the 
events of the period from the close of 
World War II through 1957. Millis 
claims that the nation’s basic military 
policy since 1947 has been “framed 
around the dreadful, and in most situa- 
tions inapplicable, ... concept of 
‘strategic’ bombing with mass destruc- 
tion weapons.” While acknowledging 
the deterrent effect of “the bomb,” he 
condemns the policy of basing our 
whole defensive posture around it. In 
his chapter “Cold War,” he says, “. . . 
the strategic Air Force was to prove 
a nearly useless military instrument. 
It could not help in a situation like 
that presented in Greece; it could not 
stay the Communist conquest of 
China; it was of no value in the field 
in Korea; we did not dare use it in 
Indo-China.” Like other commenta- 
tors during the past two years, Millis 
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believes the country needs to take a 
new look at the “nuclear fallacy” in 
light of our lesser capability for the 
more likely limited war on the ground. 
Arms and the State inevitably will 

be compared with a book of similar 
title and concept, Samuel P. Hunting- 
ton’s The Soldier and the State, pub- 
lished by The Harvard University 
Press in 1957. Both books are good. 
Huntington’s, subtitled “The Theory 
and Politics of Civil Military Rela- 
tions,” is a more definitive work, and 
it covers a much greater span of time 
in tracing the development of military 
professionalism in the United States. 
It is over-simplification to say that 
Huntington’s study has a “conserva- 
tive orientation,” and Millis’ a “liberal 
orientation,” but this may help in plac- 
ing the two volumes in perspective. 
Hither or both of them will provide a 
solid base for constructive thinking 
about civil-military policy and the cold 
war. 

James J. Ford 

Major, U. 8S. Army 

Command and General 

Staff College 

Fort Leavenworth 





Travelling as I did in 1845-6, through a large part of the Union, immediately after 
the close of the protracted contest for the presidency, when the votes in favor of 


Mr. Clay and Mr. Polk had been nearly balanced, I was surprised to find in the 
north, south, and west, how few of the Americans with whom I conversed as 
travelling companions could tell me to what denomination of Christians these 
two gentlemen belonged. This ignorance could by no means be set down to in- 
differentism. . . . It was clear that in the choice of a first magistrate their minds 
had been wholly occupied with other considerations, and the separation of re- 
ligion and politics is certainly one of the healthy features of the working of the 
American institutions. 
Sir Charles Lyell, A Second Visit to the United 
States of North America, New York: Har- 
pers, 1849. 








